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The public demands that the Post Office provide an efficient 
service on a financially self-sustaining basis. To achieve those taxing 
goals, a radical reorganization is essential. Nevertheless, even if re- 
constituted as a Crown corporation, the Post Office will continue to face 
deep-rooted difficulties which stem from the very nature of its operation. 


Imagination, patience and leadership will be mandatory. 


Our studies for the Post Office have been stimulating, challeng- 
ing and demanding for our personnel as well as those with whom we worked 
at the Post Office. We are very appreciative of the role that the Post 
Office personnel played in all studies and particularly of the enthusiasm, 
support, intent and very real understanding shown by the Deputy Postmaster 
General, Mr. P. A. Faguy, and the Special Advisor to the Minister, Mr. W. 
H. Wilson, to whom we have reported during the period of the studies. 


Yours truly 
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PRIVATE 
The Honourable E. W. Kierans 
Minister of Communications 


House of Commons 
Ottawa 4,.Ontario 


Dear Mr. Kierans: 


In September, 1968, you directed the Post Office to commission 
a series of studies that would permit a critical examination of the Post 
Office with the object of determining whether or not it should become a 
Crown corporation. As Minister responsible, you were concerned for many 
reasons: notably, labour unrest and the resultant upheaval to the economy 
due to strikes, the cia annual deficit and the consequent drain on the 
financial resources of the country, complaints and dissatisfaction of busi- 
ness and the public as to postal service, and a desire to upgrade the image 
of the Post Office on behalf of and for the benefit of the users of mail 


services - the people of Canada. 


Fifteen studies were conducted over the past twelve months by 
task forces which were assembled by the Post Office and utilized the ser- 
vices of six consulting firms. From these studies emerged the over- 
powering conclusion that the Post Office, as a Crown corporation, could 
better fulfil its role in the future. It cannot operate effectively as a 
department of Government and serious reservations exist as to whether it 
can continue to meet the requirements of Canada within its existing frame- 


work of operations except at exorbitant cost to the people of Canada. 
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This report, "A Blueprint for Change'', is not intended to serve 
as a summary of the various studies but rather to present an overview of 
the Post Office today and to bring into perspective the vital considera- 
tions and factors that will contribute, and indeed are prerequisites, to 
a successful postal system for Canada. Part I "The Challenge" defines 
the problem and indicates the scope of the challenge. Part II deals in 


depth with many inter-related considerations and factors. 


The Post Office as a Crown corporation can achieve operating 
efficiency. The fundamental needs for achieving this major transformation 
are few but vitally important. They are: 

ke Demand superior managerial performance in the Post 
Office. 


2 Marshal the full support of the Government depart- 
ments and agencies to assist the Post Office. 


ae Provide the Post Office with an operating environ- 
ment that will permit it to optimize its perform- 
ance. 

a. Upgrade the morale and performance of the postal 
workers. 

oF Provide the means to make the Post Office finan- 


cially stable. 


The Post Office is expected to provide superb service at realistic 
cost. It can be financially self sustaining. A reorientation of organiza- 
tion, management and operating systems is mandatory. We believe that the 
Crown corporation status is the organizational form best suited to the 


attainment of these objectives. 
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Chapter l 


A PROBLEM CONFRONTS THE FEDERAL GOVERNMENT 


We propose in this report to be blunt, because we believe that 
the Canada Post Office is at a crossroads in its history. Down one road, 
unless fundamental changes are effected, lie steadily deteriorating serv- 
ices to the public and a mounting annual deficit which by 1980 could exceed 
$500 million. Down the other road, a goal that will not easily be reached 
no matter how the attempt is made, lies a stable, progressive organization 
providing a vital national service at a fair cost, and providing also a 


challenging working environment for its employees. 


In a rising curve over the past five years and more, the Post 
Office has been besieged by adverse criticism of services rendered and 
harshly criticized for its attitude towards its labour force. It has ex- 
perienced two national strikes which have seriously inconvenienced the 
public and has, by its annual deficits, made a significant demand on the 


nation's financial resources. 


These difficulties are by no means unique to the Canada Post 
Office. They are at least equalled by those of the United States Post 
Office. The issue is one of action to cure a situation which has been 
allowed to develop as a result of factors over which the Post Office has 
largely no control and for which, ultimately, the blame falls upon success- 
ive Governments who have consistently neglected what is the largest civilian 


Government department. 
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This department is confronted by many challenges: 


- rising mail volumes, together with a lack of the 
equipment it requires; indeed, there is an acute 
shortage of almost every type of modern mail 
handling equipment 


- rising costs, particularly labour costs since 
the inception of collective bargaining 


- rising competition, both in the form of new types. 

of electronic communication and from the so-called 
"private'’ post office. 

Concern on the part of the Minister and senior Post Office offi- 
cials resulted in November 1968 in the commissioning of 15 studies, and 
these are listed opposite. Task force groups manned by outside consultants 
and Post Office personnel, examined and reported on the effectiveness of 
virtually all aspects of postal operations. The findings and recommenda- 
tions emerging from these studies have been submitted to the Post Office 
in individual reports. As appropriate, recommendations have been incorpora- 
ted into this report to the Minister in order to present the current situ- 
ation in proper perspective, and to support the recommendation that the 
Post Office indeed become a Crown corporation. 

THE CANADA POST 
OFFICE - 1969 

The Post Office of 1969 reflects the result of considerable 
neglect by Government of a particularly vital department. An awareness 
of public requirements, postal rates, manpower management and union re- 
lations, working facilities and equipment, and managerial training and 


development, are the more significant areas in which it is evident that 
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CROWN CORPORATION STUDIES 


Organization 

Environmental Forecast 
Management Practices 
Management Inventory 
Management Information 
System 

Summary Report (Blueprint) 


Marketing 


Manpower, Planning, Develop- 
ment & Staffing 

Staff Relations 
Classification, Compensation 
& Benefits 


OTHER STUDIES 


9 - Transportation 


10 - Facilities Planning 


a 


- Productivity 


Facilities Design 
Facilities Forecasting 
Economic Utilization of 
Facilities 

Space & Equipment 
Optimization 


Presorting 
Mail Sortation & Distribution 


E.Di Pe hacnilvedes 


Public Address Postal Coding 
Study 


STUDY 
DESIGNATION 


STUDIES AUTHORIZED 


BY THE CANADA POST OFFICE 


November 1968 — July 1969 


CONSULTING FIRM SELECTED 


Kates, Peat, Marwick & Co. 


Dr. Stanley J. Shapiro 


Hickling-Johnston Ltd. 


Samson Belair Riddell 
Stead Inc. 


Kates, Peat, Marwick & Co. 


Price Waterhouse Associates 


Price Waterhouse Associates 


Price Waterhouse Associates 


D.C.F. Systems Ltd. 


Samson Belair Riddell 
Steadwinc. 


Kates, Peat, Marwick & Co. 
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the Post Office has not kept pace with the needs of the times. It would 
appear that the Post Office has not benefited from periodic objective evalu- 
ation, either from the Government or from the Post Office itself, as to its 
current role in the economy. It would appear that the postal system has 
not been examined in a broad context. Rather than posing the vital ques- 
tion as to why is the Post Office in operation, and what is it supposed to 
do, the traditions of the past have persisted. Traditions have not been 
challenged. It may well be that these challenges have not been forthcoming 
since more important issues confronted the Government at the time. Failure 
to challenge tradition has produced the unsatisfactory conditions of today, 
and it is difficult not to conclude that the Government of Canada over the 
past decade or more must accept primary responsibility for this situation. 
Continuity of leadership is vitally important to any organization, but has 
not been available to the Post Office. It is pertinent to remark that the 
present Postmaster General is the eighth since 1962. Opposite is a list 


of recent Postmasters General. 


Fluctuating standards of service, rising costs, strikes, the ad- 
verse reaction to postal rate increases are all indicators of the problems 
facing the Post Office today. Projections of revenues, costs and operating 
deficits in both the current and the long term are extremely serious. If 
present productivity and costs trends continue, the annual deficit of the 
Post Office by 1975 could reach $200 million. Currently, annual revenues 
are approaching $500 million, and it has been estimated that by 1980 (assum- 


ing reasonable rate increases) they could exceed $1 billion. 
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Hon. 


‘Hon. 


Hon. 


Hon. 


Hon. 


Hon. 


Hon. 


Hon. 


POS TMASTERS 
GENERAL 


William Hamilton 


J. Angus MacLean 


Ellen Fairclough 


Azellus Denis 


John R. Nicholson 


René Tremblay 


Jean-Pierre COté 


Eric Kierans 


RECENT POSTMASTERS GENERAL 


PERIOD OF OFFICE 


21st June, 1957 to 
13th July, 1962 


LSth July, 1962) to 
9th August, 1962 


9th August, 1962 to 
22nd April, 1963 


Arnel JNopeni it. Wes) qexo) 
3rd February, 1964 


3rd February, 1964 to 
15th February, 1965 


15th February, 1965 to 
16th December, 1965 


18th December, 1965 to 
6th July, 1968 


7th July, 1968 as Postmaster 
General, lst April, 1969 as 
Minister of Communications. 


Kates, Peat, Marwick & Co. 


ever dnefunstng, Salt vitience ox ah 


; for ttepe services exe determined by Porlimewal, aot she enenn~ 


$9 TOI) aa\aa eae PA\ED EAS SOV! (WS CD\Ee ens 


to effere radsegh change could Nave WA wabrenely, set love ie 


araigiage hi sinmer ent thi etamomy we 4 whale. The tole of she Rowt OFtice bee 
Ncations metwwhk serving the countep te vite to sesibal- 
chet Por the frresceabin foture ani ‘ | 
O81 
anil etpre a the bighest deyren of oe 46 
This etcup vst be comprised of ernoued: we «xy ts 
\ vy will be charged with che responsibtiicg fo tap le 
aent: the wan ytnae necesnery to tfenefere rhe Post Office inta au efft- hee 
olen operatio er » of Oho ensence, oothing leee then oft bon 
effart wiJi enabT) the Plwt Office to preide che atceptable leve) of aer- 
view tequired for the 197 « and | @O's om 
ME BUTLO-UP 
“/g | OB} 
Castine S growtlyin e econfeny and che expansion of bn@ legen 
ta « gable Wrouth is L volumes eos e tie wild! a' a. 
‘herowed of oe whee a ech: oti Sete & 14 Ost 
Gh et pteportioe yp the increase - | eo, The ohare oped ly 
+ hbwetrer on the relat fete of growth? wa 2 at kone ja ie 
t1R, the costy @f providing eggeotiad care tes si Ap Oy 0.48 wie On 
ad tine ssscten which ave lnnegral to" OP whee Lay we tien thaye 
incwaseed, Yhe Post Oftics hae ae direct cont kc CT a 
OTrcanTAaOe%, nawely, Fivet ond wena! lame owls on: 


170-4 


I60 


Iso4 
1404 
1304 


120 i 


Indices of 


SIGNIFICANT POST OFFICE INDICES 


Manpower, Mail Volumes, 
Total Expenditures and 


Salaries. 


I958 /59 =l00 


% DEFLATED TO RECOGNIZE INFLATION 


58/59 59/60 


60/61 


6I/62 62/63 63/64 64/65 65/66 66/67 67/68 68/69 


Kates, Peat, Marwick & Co. 


\ 


2) 


The problem is clear: the Post Office must find ways and means 
to process ever increasing mail volumes on an efficient basis. If not, 
the failure to effect radical change could have an extremely serious im- 
pact on business and the economy as a whole. The role of the Post Office 
in the communications network serving the country is vital. It is a ser- 
vice industry that for the foreseeable future will remain people intensive, 
and therefore demands the highest degree of competence and dedication from 
its management group. This group must be comprised of seasoned and experi- 
enced executives. They will be charged with the responsibility to imple- 
ment the many changes necessary to transform the Post Office into an effi- 
cient operation. Time is of the essence; nothing less than optimum 
effort will enable the Post Office to provide the acceptable level of ser- 
vice required for the 1970's and 1980's. 
THE BUILD-UP 
OF A PROBLEM 

Continued growth in the economy and the expansion of business 
have resulted in comparable growth in mail volumes since the middle 1950's. 
Against this background of mail growth has been an escalating labour bill 
out of proportion to the increase in staff levels. The chart opposite 
illustrates the relative rate of growth of these vital factors. In addi- 
tion, the costs of providing essential services such as transportation 
and facilities which are integral to the mail processing operation have 
steadily increased. The Post Office has no direct control over the pricing 
of its two largest product lines, namely, first and second class mail. 


The rates for these services are determined by Parliament, and the essen- 
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STUDIES AND REPORTS ON THE 
POST OFFICE SINCE 1960 


Auditor General's Reports 1960 to 1967 
Postmaster General's Reports 1960 to 1967 


Glassco Commission Report No. 17 
on Reorganization of Post Office 1962 


Organization Survey of the 
Post Office Structure 


Flexible Budgetary System in Post 
Office 


Cost Ascertainment System (3 reports) 
Second Class Mail Cost Survey 


Integrated Planning and Control 
of Postal Operations 


E.D.P. System for Production and Cost 
for Post Offices 


Montpetit's Report on Working Conditions 
in Post Office 


Scert Simulations for selection of a 
computer system 


Organization Study of the Planning and 
Administrative Services 


Kates, Peat, Marwick & Co. 


tial adjustments required in rates have lagged considerably behind the 


realities of the requirements. 


The Post Office has had to compete with other departments of 
Government for scarce financial resources. In the past two decades, 
faced with increasing mail volumes, increasing operating costs and numer- 
ous other pressures, the Post Office has been unable to marshal the 


resources that it required to solve the problems as they arose. 


The postal system in Canada has been taken very much for granted, 
and the general public remained immune from and largely unaffected by the 
problems confronting the Post Office. The Post Office has been continu- 
ally expected by the mail users of Canada to respond to changing needs in 
a businesslike manner, and to provide an efficient, reliable mail service 
at realistic cost. Once service to the public had been interrupted, the 
reliance placed by the user on the Post Office was brought sharply into 


focus and his concern about the Post Office emerged quickly. 


The various pressures placed upon the department have inevitably 
resulted in some deterioration in service, with the result that users' 
confidence in the mails for prompt delivery of communications has been 
diluted. The Post Office could be criticized for failing to question the 
relevance of service that it provides, but it could be argued that because 
of its location in Government, it has been powerless to question its pur- 


pose or relevance. 


In summary, the conclusion cannot be avoided that Governments 


in the past have evaded their responsibility towards the Post Office; 
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actions taken a decade or less ago similar to those recommended in this 
report, could have avoided most of the problems the Post Office faces 


today. 


THE HEART OF THE MATTER 


It is apparent that the Post Office personnel and, in fact, the 
Government, have been aware of the problems facing the Post Office but 
action has not been taken. Over the past ten years many facets of postal 
operations have been examined and studied, and the chart opposite shows 
a partial list of studies and reports completed during this period. The 
need for the Government, and the Post Office, to take steps to remedy the 
present situation is of paramount importance. Theorizing on alternative 
solutions or commissioning of further studies would prove of little value. 


Concerted action towards resolving the current situation is vital. 


The Post Office is well aware of many of the problems facing it 
and, in spite of existing constraints, is endeavouring to react in a posi- 
tive manner to resolving these problems as rapidly as possible. During 
the past 12 months, improvements have been started in many areas. A defin- 
itive action plan is being developed by the Post Office which, if success- 
fully carried out, will do much to correct the existing problems and would 


prepare the Post Office for its role in the future. 


Royal commissions and internal and consultant studies have said 
and written much about management practices and the inability of the Post 


Office to effectively cope with personnel problems. Responsibility for 
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this situation must be shared; it rests to a certain extent with the Post 
Office, but truly the greater responsibility must be assumed by the system 
of government in Canada together with the control agencies of the Govern- 
ment. This is a critical and difficult area to examine objectively. On 
the one hand, it appears that the regulations and roles of individual de- 
partments are clearly specified, and do provide a Government department 
such as the Post Office with the freedom to make changes, and give to 
senior people full authority and responsibility to carry out their roles. 
An exploration of the day-to-day environment in the Post Office suggests 
strongly that actual practice significantly differs from specified pro- 
cedures. We have concluded that constraints are placed on the administra- 
tion of the Post Office which prevent fulfilment of their tasks. This is 


particularly the case in the areas of personnel, facilities and finance. 


Problems are facing many of the major postal systems through- 
out the world, particularly the United Kingdom and the United States as 
well as Canada. Each of these postal systems has been subjected to ex- 
haustive study, and all are presently engaged in instituting corrective 


act lone 


The problems of the United States postal system have been 
vividly portrayed in the report ''Towards Postal Excellence", which sum- 
marizes the findings and recommendations emerging from the study by the 
President's Commission on Postal Organization carried out in 1967 and 
1968. Many of the problems confronting the United States system also 


confront the Canada Post Office, and are succinctly described in an in- 
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teresting interchange which was documented in 1967 between the Chairman 
of the House Postal Appropriations Subcommittee (Mr. Steed) and the former 
Postmaster General (Mr. O'Brien): 
*Mnw Steediu e'General)y.i'2". would ‘this’ be ‘a ‘Tair 
summary: that at the present time, as the Manager 


of the Post Office Department, you have no control 
over your workload, you have no control over the 


rates of revenue, you have no control over the pay fee 
rates of the employees you employ, you have very Oey 
little control over the conditions of service of ~ deel 


these employees, you have virtually no control, by 
the nature of it, of your physical facilities that 
you are compelled to use - all of which adds up to 

a staggering amount of ''no control" in terms of the 
duties you have to perform ..." 

Mr. O'Brien: "Mr. Chairman, I would have to generally 
agree with your premise . .. that is a staggering 
list of "no control". I don't know (whether) it has 
ever been put that succinctly to me. If it had been 
at an appropriate time, perhaps I wouldn't be sitting 
here." 


A COURSE OF ACTION 


The overriding requirement if the Post Office is to achieve 
the levels of service and financial performance that would be satisfactory 
to the people of Canada, will be the provision of an environment that 
implies, and indeed means for the Post Office management, independence 
of thought, and responsibility and accountability in the fullest meaning 
of these terms, within an organization structure that has full control 


over all its elements. 


With very few exceptions, the officers responsible for the 


direction of the Post Office are long-term members of the public service 


* "Towards Postal Excellence", the report of the President's Commission 
on Postal Organization, page 34. 
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and the Post Office and possess a strong loyalty and dedication, particu- 
larly to the latter. Their continuing effort in the face of a wide vari- 
ety of pressures and influences must be commended. They are an integral 
part of the overall Government system and, indeed, to a large extent, have 
been shaped and developed by it. Recommendations are put forward herein 
to introduce service- and commercially-oriented executives into the Post 
Office. This must not be construed as criticism, implied or otherwise, 
of the present executive group. To a large extent, in terms of the ad- 
verse public image and the overload of responsibility on a handful of 
individuals in the Post Office today, these individuals are having to 

pay bills which should have been settled years ago. If criticism is to 
be levelled, it must be directed at the environment within which the 

Post Office has had to operate since its inception, particularly in the 


last decade. 


The recommendations emerging from the studies carried out for 
the Canada Post Office indicate that it must focus its attention on the 
role and effectiveness of management, the calibre of key personnel, the 
modernization of plant and equipment and the improvement of postal serv- 
ices. Further, the recommendations call for the organizational struc- 
ture, responsibilities and authorities and related management techniques 


necessary to accomplish these goals. 


It is difficult to envisage the Post Office - as a department 
of Government - becoming a dynamic, progressive, efficient operation with 


commercially-oriented executives and employees. However, this is the 
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environment that is vitally needed and we believe that the status of Crown 
corporation for the Canada Post Office is the vehicle which will permit 


the evolution of this environment. 


Note: At many points in this report we employ the phrase 
"commercially-oriented". We mean by this an organization that is respon- 
Sive to needs of its customers, alert to the realities of the competitive 
environment and provides efficient service at the lowest possible cost. 


Thi seaaerina taonmot | 


‘commercially -oriented'', we believe, should be applied 
as much to a Government department that provides a service at cost to the 
general taxpayer as to the private concern or to an independent Crown 

corporation. [It must be recognized that the opposite to a "commercially- 


oriented" Post Office is a Post Office that provides an unsatisfactory 


service that is unduly costly. 
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Chapter 2 


THE VIABILITY OF A CROWN CORPORATION 


The Post Office in Canada is a daily presence, touching the 


lives of the people across the land. 


The expectations of the mail users are essentially simple. 
They expect that mail entrusted to the Post Office will be delivered to 
a designated address in accordance with a time and price commitment pro- 
vided by the system. The user expects the Post Office to anticipate, 


understand and accommodate his needs. Inadequate service is felt keenly. 


Economic trends, technological advances and social factors have 
all influenced the changing expectations of the user with respect to mail 
service. In the context of improvement and dramatic advances in all ele- 
_ ments of the economy, they rightfully anticipate greater reliability and 
speed in mail delivery. Members of the public are able to monitor the 
performance of the Post Office to a degree that is impossible with the 
activities of any other Government department. Every citizen can recog- 
nize a delayed letter, a misdirected letter and inefficient delivery ser- 
vice. It is difficult to evaluate the efficiency of those Government 


departments which do not deal directly with the public as individuals. 


Superficially the movement of mail is a simple task and it is 
difficult for users unfamiliar with the technicalities of the postal sys- 


tem to understand or condone failures or shortcomings in service. The 
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mail system is nevertheless a complex process that collects, sorts and 
distributes mail presented in a myriad of forms, using manual methods and 
few mechanical or automated aids. Marshalling and directing the resources 
required to operate a postal system of the size and complexity of the 
Canada Post Office is a demanding managerial task. Such a system can only 
be managed effectively if management have the freedom to exercise initia- 
tive and make bold and imaginative decisions. With user needs identified, 
management must be able to deploy resources in a way that will effectively 


satisfy those needs. 


4 Efficient management of the Post Office demands the creation of 
an environment that will permit management to operate independently, flexi- 
bly and imaginatively. Only with such an environment will the Post Office 
be able to deal with increasing mail volumes and ever changing conditions. 


Crown corporation status should permit such an environment. 


A Crown corporation should be established and specifically 
charged with the responsibility of providing the people of Canada with 


mail and related services of an acceptable standard at an acceptable 


cost. 


Before a Crown corporation is established, a number of signifi- 


cant and sensitive decisions must be made by the Government with respect 


COZ 


- the freedom and flexibility that it is prepared to 
grant to the Crown corporation 
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- the calibre of individual that it is prepared to 
appoint to the Board of Directors 


- the cost implications of the decision. 


CROWN CORPORATION STATUS 


A Crown corporation established to discharge responsibility for 
the efficient management of the postal system will require broad powers 
for independent action within the framework of overriding Governmental 


communications and fiscal policy. 


Such a corporation would require: 


l. A Board of Directors representative of major sectors 
of the Canadian economy. The Board would be respon- 
sible for the approval of corporate policies within 
the framework of Government guidelines. 


eae The freedom to establish rates for services provided, 
subject to the approval of a Rates Commission. 


Bi, A financial structure that would enable it to be 
self supporting. 


4. Authority to borrow from the Government for the finan- 
cing of operations. 


3% Authority to manage its manpower resources. 

6. Authority to contract with departments of Government 
for the provision of services that it requires, where 
departments of Government are capable of providing 
services on an economical basis. 


The Corporation should be eligible for the receipt of subsidies 


for uneconomic services that it is required to provide by Government policy. 
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THE REALITIES OF 
POSTAL ECONOMICS 


The financial viability of the Post Office since 1960 has been 
deteriorating and serious deficits have occurred annually since 1965/66. 
During that time rate changes have been introduced for many postal ser- 
vices. The principal rate, that for first class mail, has, however, 


changed only once. 


Projections of revenue and expenditure indicate that deficits 
will continue to increase unless action is taken to adjust the rates in 
a manner that will produce revenue to cover increased costs. Deficits 
forecast to 1975-/6 assuming continuation of the existing pattern of rates 


are listed below. 


DEFICITS FORECAST WITH NO RATE CHANGES 


($ Millions) 


Revenue Expenditure Deficit 


Although rate increases are inevitable, positive action can be 


taken to reduce the frequency and severity of the increases. Cost reduc- 
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FORECAST OF EXPENDITURES AND RATES 


$4 billion 


Forecast of 1st class mail rates 
required to balance forecast expenditures. 


Forecast includes a 3% p.a. factor for inflation 
and a 3% p.a. factor for growth in real income. 


$3 billion 


$2 billion 


$1 billion 


1975 1980 1985 1990 


1970 
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tions can be effected in many areas and subsidies can be provided for 


uneconomic services. It must be emphasized, however, that without rate 
adjustments, deficits will continue to occur even if significant savings 
are effected and the improvements recommended by various task forces ful- 
fil their promise of increasing productivity. 


The pattern and extent of rate adjustments that would be re- 
quired to generate the revenue needed to cover expenditures are shown in 
the chart opposite. The expenditure curve does not reflect savings which 
might result from hoped for operating improvements. Substantial savings 
should result from the Crown corporation studies and in addition, savings 
may occur due to unpredictable and dramatic technological innovation in 
the future. The rates shown are for first class mail, assuming that other 
mail rates would retain the same relationship to first class mail as they 
do today. The rates shown would produce the revenue required to cover 


expenditures without subsidies. 


With the existing pattern of rates, certain services now pro- 
vided, such as mail to the northern regions of Canada and the second 
class mail rates that apply to publications, are in effect subsidized 
by the mail users and the taxpayers in general. Provision of such sub- 
sidized services is undoubtedly politically and socially justifiable. 

The subsidies required for various alternative rate structures are dis- 
cussed in Part II of this report. The funds derived from such subsidies 
while significant in themselves, would, however, be relatively small when 


compared with the revenue produced by the sale of services. 


bon 


Analysis of the expenditure and revenue forecasts leads unalter- 
ably to the conclusion that the economic fate of the Post Office rests 
squarely with the flexibility and freedom to adjust rates to cover expendi- 


tures. 


MANAGERIAL EXCELLENCE 
AND COMMERCIAL ORIENTATION 

Management of the corporation in terms of quality, quantity, 
attitude, skill and motivation should equate or be consistent with man- 
agement of commercial organizations of comparable size in terms of revenue, 


expenditures, employees, facilities and complexity of operations. 


The corporation will be unable to fulfil its obligations to the 
mail users of Canada unless fundamental changes take place in managerial 
attitudes and practices. This will only be accomplished with strong, dy- 
namic leadership focused on redirecting the motivation of existing staff. 
Without a high calibre of management cadre, the Post Office will: 

- make little significant progress in resolving 

current problems 
- not be equipped to optimize the use of proposed 
sophisticated operating systems or deal with 
comprehensive organizational change 
- be unable to ensure that the Post Office operates 
in a manner consistent with the demands of the 
1970's and 1980's. 
The quality of the senior management group is the most sig- 


nificant consideration before the Post Office today. A transition to 


Crown corporation status and improvement of operating performance will 


16. 


place great pressure and demands on key executives during the next two 

to three years. The recommendations regarding the need to upgrade mana- 
gerial capability should not be construed to mean that the Post Office 
lacks talent. The talents, actual and latent, of existing management must 
be fully developed and the use of this valuable resource must be optimized. 
Nevertheless, executives with the required managerial orientation will 


have to be introduced to the corporation from the private sector. 


FINANCING CONSIDERATIONS 


As a corporate entity, the Post Office will require the provi- 
sion of finances adequate to meet working capital and future expansion 
requirements. Provision will also have to be made for existing assets 
currently utilized by the Post Office in its operation. Such a structure 
will require adaptability to meet future changing economic conditions with- 
out imposing an impractical financial strain on future operations. Transi- 
tion from the Government approach to financing to the corporate approach 


will be a radical departure for management. The financial management and 


cash management techniques used in the private sector will have to be applied. 


The corporation should be able to meet operating expenditures 
out of revenues and provide for a return on the capital required to fin- 
ance the operation of the Post Office as a Crown corporation. Neverthe- 
less, subsidies may have to be provided to cover the cost of uneconomic 
services. A target of at least an eight per cent return on capital em- 
ployed, before taxes, could be a goal, which can be varied with changing 
economic conditions, The rate should, however, always be at least equal 


to the cost to the Government of borrowing money. For the purpose of 


i. 


L8- 


this discussion the term ''capital employed" means: all funds advanced by 
the Government by way of capital stock, long term advances and also includ- 


ing retained earnings. 


Particular attention will have to be given to the cash management 
function. As the implications of future capital expenditures become more 
defined, careful attention must be given to a study of the cash flow re- 


quirements. 


The financial structure must meet both present and future re- 
quirements. Present assets and the required operating working capital 


could be provided for by the issue of common shares. 


Attention should be paid to uneconomic services which the Post 
Office is required to maintain as a result of policy directives by Govern- 
ment and Parliament. The most notable of these, in terms of dollar vol- 
ume, would be the annual deficit incurred by the transportation of second 
class mail items. We believe that the cost of such services must be clearly 
identified and the Post Office reimbursed for the expense incurred, either 
by way of specific annual appropriations, or by way of authority to increase 


the general postal rates to the public, or by a combination of both approaches. 


Transition from departmental status to a financially sound and 
autonomous operation will require both time and money. An Improvement 
Program Fund should be established to finance capital expenditure programs 


resulting from current studies and provided for out of the appropriations. 


During the period of transition, expenditures may be substan- 


tial and exceed revenues and this should be provided for on a pre-budgeted 
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CURRENT ASSETS 
Cash on hand and in transit 
Cash in bank 
Inventory: 
- materials 
- supplies 
Accounts Receivable 


SECURLTY DEPOSITS 

TRUST FUNDS 
Post Office Savings Bank 4,500 
Outstanding Money Orders 37,500 
Philatelic Accounts 165 

FIXED ASSETS 


DUE FROM GOVERNMENT IMPROVEMENT FUND 


SUSPENSE ACCOUNTS 


CURRENT LIABILITIES 
Accounts Payable 
Suspense Accounts 


DUE TO RECEIVER GENERAL OF CANADA 


TRUST ACCOUNTS 
Post Office Savings Bank 4,500 
Money Orders 37,500 
Philatelic Accounts 165 

CONTRACTS AND POSTAGE GUARANTEES 

BONDS 

IMPROVEMENT FUND 


NET WORTH 
Common Stock N.P.V. 


ESTIMATED BALANCE SHEET 
OF THE POST OFFICE 

AS A CROWN CORPORATION 
as at April 1, 1971 


ASSETS 
Without Land With Land 


and Buildings and Buildings 


(IN THOUSANDS OF DOLLARS) 


28 , 000 28,000 
27,020 27,020 


710 710 
230 2,130 
100 100 
D900 57 700 


300 300 


42,165 42,165 
15259 Dy hye} 
100,000 100,000 


480 480 


208, 160 258,160 


LIABILITIES 
2,250 
350 
2,600 


28,710 


42,165 
300 
50,000 


100,000 100,000 


34,385 


; 34 ,385 
208,160 258,160 


It is estimated that the liability for past service pension benefits would 


be in the range of $300 million. 
of the Government of Canada. 


It is assumed that this will be a liability 


Fixed Assets have been valued at an estimated depreciated replacement value. The 
value of assets will be affected to the extent that the Post Office takes over 
assets presently controlled by the departments of Government. 

Facility improvement plans have not been fully formulated and therefore funds re- 
required for future capital expenditures cannot be fully evaluated or indicated. 
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basis and financed by Government appropriation or the issue of subscrip- 


tion shares. 


The capital expenditures required for the modernization of equip- 
ment and facilities over and above the other improvements recommended by 
consultants' studies are likely to be substantial, and cannot at this stage 
be reliably forecast. When the facilities improvement plans have been pro- 
perly formulated the funds required should be forecast and provided for in 


the corporation's capital structure. 


An estimated balance sheet for the corporation as it might appear 
at the time of vesting (assuming vesting at April 1, 1971) is presented 
opposite. This has been prepared to recognize two differing situations. 
On the one hand, the transfer of facilities and real property to the Post 
Office and on the other hand the provision of real property and accommo- 
dation services to the Post Office by other agencies or departments of 
Government. This estimated balance sheet is provided only for the purpose 
of presenting, in outline form, a proposed financial structure for the 
Crown corporation and is not to be regarded as a forecast of the actual 
financial position at the date specified. It is emphasized that the esti- 
mated balance sheets are based on a series of broad assumptions which, by 
their nature, must be tentative. This balance sheet is discussed in 


detail eine Pata. cl Ie. 


MANPOWER MANAGEMENT 


The Post Office is manpower intensive. Manpower is the Post 
Office's most important resource. Almost 70 per cent of the Post Office's 


budget is spent on salaries. 
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Unless effective action is taken to upgrade the quality of man- 
power management in the corporation, it is questionable whether a Crown 
corporation should be established at all. Corporate management will have 
to work diligently to improve the quality of their staff relations. They 
will have to develop meaningful relationships with the unions representing 


employees in order to elicit their full support of productivity improvements. 


Management of the corporation must have control over its manpower 
resources. In order to provide management with the independence required 
for the direction and control of its manpower resources, the corporation 
must have freedom to bargain with the unions representing its employees 
without reference to the Government for approval. It will have to be inde- 


pendent of Government personnel policy and practice. 


Certain legislative provisions will be required in order to 


effectively assure its independence: 


Le Initially the corporation should be defined as a 
separate employer under the Public Service Staff 
Relations Act and ultimately consideration may 
need to be given to excluding the corporation 
from the provisions of that Act and placing it 
under the aegis of the Industrial Relations and 
Disputes Investigation Act. 


aie The corporation would be authorized in its statute 
to establish a pension fund. Employees of the cor- 
poration would also be excluded from the provisions 
governing the existing Federal Government superannu- 
ation plan. 
The benefits afforded to employees in the corporation should 


be provided by means of corporation benefits programs designed for cor- 


poration employees, rather than the benefits programs designed for all 


governmental employees. 
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CORPORATE 
ORGANIZATION 


THE ORGANIZATION CONCEPT 


Kates, Peat, Marwick & Co. 


A 


Zh. 


Employees transferred from Government services to the postal cor- 
poration would have to be protected in a manner that would ensure that there 


would be no loss of status or benefits as a result of the transfer. 


THE ORGANIZATION STRUCTURE 


A prerequisite for the effective operation of the postal system 
will be the establishment of an organization structure that will enable it 
to realize corporate objectives. Such an organization must be capable of: 

- offering a superb service within the framework 

of national communication policies 


- ensuring that the users’ needs are properly 
identified and satisfied 


- anticipating and responding to the social, economic 
and technological trends 


- ensuring a continuing search for new and better 
ways of operating 


- providing the human resources of the organization 
with a challenging environment that will motivate 
individuals towards the attainment of high levels 
of productivity. 
An organization structure will be required that will permit sub- 


stantial local autonomy with respect to the management of routine opera- 


tional matters. 


The organization concept proposed is illustrated opposite. 


This concept provides for: 


- acorporate level that would be responsible 
essentially for the formulation of corporate- 
wide policy, the integration and co-ordination 
of field plans and the evaluation of organiza- 
tional performance 


- regional organizations that would be responsible 
for the establishment of regional policy within 
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the framework of national policy and the provi- 
sion of support services to the operational units 
in the districts 

- district organizations that would group post offi- 
ces and provide the co-ordinating and directing 
force required for the provision of effective 
service 

- the individual post offices that would provide 


users with the mail service. 


MANAGEMENT INFORMATION 
- A CRITICAL NEED 

Line management's ability to optimize the performance of the 
postal system is largely dependent on the availability of reliable man- 
agement information. Information systems now in operation are inadequate 
to meet current needs or to assist in the recognition and resolution of 
emerging problem situations. The implementation of a reliable informa- 
tion system is vitally needed. Responsibility reporting, monitoring by 
exception and the provision of current data on operations will do much 
to enable field: management to adjust to their changing role. It is anti- 
cipated that the management information system will contribute to freeing 
management from the tedious task of searching for meaningful data, and 
enable them to focus their full attention on optimizing performance in 


their area of responsibility. 


The information system proposed for the Canada Post Office will 
meet the fundamental information needs of the organization. The need is 
urgent and the approach to implementation must be practical and realistic. 


Emphasis in the short term must be on the provision of reliable informa- 
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tion through the effective use of system techniques at the disposal of 

the Post Office. Ultimately, the total information system will be com- 
puterized; in the shorter term, however, reliable reporting, whether it 
is produced manually or by computer, is a vital requirement for effect- 
ive management. The effort directed towards the design and implementation 
of the management information system through to total operation by 1975 
represents a substantial but necessary investment of time on the part of 
senior personnel. The rewards available as a result of this effort, in 
terms of greater productivity throughout the postal system, will more than 
compensate for the effort expended. 


AUTOMATION - 
CONTRIBUTION TO PRODUCTIVITY 


Mail processing in the Canada Post Office is essentially a man- 
ual operation. The Canada Post Office has invested considerable resources 
in the evaluation of automated processing facilities but has lagged in the 
implementation of devices that facilitate routine mail processing and offer 
enhanced career possibilities for postal workers. The lag in productivity 
noted earlier can be related to the failure of the Canada Post Office, in 
comparison to major post offices elsewhere, to introduce mechanical sorta- 
tion processes. In Canada, this process is basically manual whereas other 
countries, such as the United States, the United Kingdom, Germany, Australia, 
are using,or are in the process of using, machines to handle certain funda- 


mental sortation stages. 


The goal of postal automation is to assist in stabilizing the 
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financial future of the Post Office. The cost of processing a first class 


letter can be reduced as much as 20 per cent through automation in the 


short term. 


The introduction of automated facilities presents a major mana- 
gerial challenge, particularly in terms of relations with employees whose 
understanding and support of the broad goals and advantages of automation 


in terms of the employment opportunities are vital. 


The introduction of automation is, however, essential if total 
annual expenditures are to be controlled and, more important, if the postal 
system serving the country is to consistently meet current demands. The 
point is rapidly approaching where manual systems will no longer be ade- 
quate. The decision to automate should be taken in the context of equip- 
ping the Canada Post Office to fulfil its responsibilities to the country, 
particularly during the remainder of this century when undoubtedly the 


availability of a relatively unskilled work force will diminish. 
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Chapter 3 


THE 1970'S - A PERIOD OF CHANGE 


Over the past year more than 400 recommendations have been put 
forward by the consultants and task forces for consideration by the Post 
Office. The implementation program resulting from these recommendations 
represents a tremendous challenge to the skills, dedication and energy of 
senior Post Office personnel. The implementation task force assembled 
by the Post Office is working diligently at this time to digest the con- 


tents of the various reports and to prepare an implementation program. 
UPGRADING MANAGEMENT CALIBRE 


Regardless of the detailed planning carried out, it is important 
to reiterate that without the depth of management required, the Post Office 
will not be able to make significant gains in resolving the current situ- 
ation and indeed there is a real possibility that the situation might 
worsen. To attempt a transition to Crown corporation status without fully 


recognizing the need for a strong dynamic management group would be folly. 


A CHANGING ROLE 


Introduction of organizational change is complex and has been 
difficult to implement in the Government environment. In view of their 
responsibilities, field personnel and management will be required to ad- 
just considerably. They must be prepared to meet the challenge of making 


decisions and standing fully accountable for the results. This will 
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represent a significant departure from public service methods and while 
easily stated, the real challenge to management rests in their ability 
to instill into Post Office personnel the willingness and attitude of 


mind that will permit this change in roles to take place. 
OPTIMIZATION OF RESULTS 


While there are many recommendations to be implemented and many 
facets to each recommendation, the identification of proper priorities by 
the Post Office is of paramount importance. We strongly believe that opti- 
mum results will be achieved only if the Post Office has available in suf- 
ficient quantity and quality the appropriate talent in its management Ps es bearer 
ah se 
CO ee ae 
that is free of the inhibitions and constraints that presently mar its 
performance. Practical work programs utilizing appropriate project plan- 
ning and control techniques will have to be defined by the implementation 
task force and responsibilities fixed for their achievement. The single 
most important factor that will contribute to the success of the Post 


Office over the next five to ten critical years will be the dedication of 


the top people in the Post Office to the task at hand. 
TESTING NEW CONCEPTS 


A pilot test region in Ontario will commence activity in early 
1970. This will be a good testing ground for the capability of the Post 


Office to carry out its program and to prove the value of effective plan- 


ning, performance monitoring and evaluation of results. The test region 
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THE TRANSITION PROGRAM IN PERSPECTIVE 
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GENERAL 
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MONITOR PERFORMANCE OF KEY PERSONNEL 
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will see several key facets in the Post Office undergoing change, namely, 
organization structure, upgrading of personnel relations, emphasis on 
customer contact and co-operation, and the introduction of a management 
information system. These elements coupled with the delegation of authority 
to people in the region will generate a considerable change in management 


style within the Post Office. 
MEETING THE CHALLENGE 


The chart opposite indicates on a broad time frame basis those 
elements of the program geared to the implementation of key study recom- 
mendations and, in preparation for Crown corporation status, that must 
take place in parallel. In addition it suggests semi-annual check points 
that require the overall program to be looked at in perspective to assist 
management in determining whether or not the total objectives of the Post 
Office are being achieved. Management of the Post Office at Headquarters 


and in the pilot test region will have to ensure; 


- maintenance of morale throughout the Post Office 


- leadership by supervision and example within the 
test region 


- existing services continue and where possible, 
are improved 


- the results of the program are thoroughly tested 
and evaluated. 
During the past twelve months the Post Office, to an extent 
seldom matched in the Governmental environment, has opened itself to cri- 


ticism and comment from outside consultants. The environment and attitude 
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within the Post Office throughout have remained constructive and the senior 
personnel must be commended for their objectivity and above all their in- 
tense dedication to providing a postal system that fulfils the needs of 
the people of Canada. The task ahead is tremendous and the full impact 
of the strain put on the organization and the people within it will only 
be truly understood or appreciated by those involved. The Canada Post 
Office deserves and must have the fullest support from the Government, 
Government agencies and departments during the transitional period. With 
total dedication to the task, it can accomplish its objectives and ulti- 
mately become a Crown corporation that without question fulfils its obli- 
gations to Canada. And those obligations and objectives can be simply 


stated: good service at a reasonable cost. 
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Chapter 1 


A QUESTION OF MANAGERIAL RESOURCES 


Crown corporation status will only present a viable approach 
towards improvement of postal services if action is taken to upgrade 
managerial resources and to improve managerial practices, particularly 
at the senior levels. The introduction of executives with proven mana- 
gerial expertise in marketing, production and personnel is a fundamental 


prerequisite. 


The need for top calibre management executives with commercial 
orientation is overwhelmingly evident. Such executives should be engaged 
and appointed to key positions in the Post Office without delay. Action 
has in fact been taken to improve the managerial resources of the Depart- 


ment. The search for talent has commenced. 


There is also a need to improve existing management practices. 
As a Crown corporation, the Post Office will have to adopt the flexible 
practices followed by the larger organizations in the private sector, 
such as banks, telephone companies, energy utilities and merchandising 


concerns and Crown corporations. 


The transition from the administrative orientation of the public 


sector to the managerial orientation of the private sector will be diffi- 
cult to accomplish because of the degree to which departmental practices 


have been influenced by the public service policies and regulations. 
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QUALITY 


Our evaluation of managerial calibre is based on our assessment 
of the suitability of departmental officers for appointment to positions 
in commercially-oriented organizations, whether privately or publicly 
owned, as in the case of Crown corporations where factors such as revenue, 
expenditures, number of employees, number and dispersion of operating lo- 


cations are comparable to those of the Post Office. 


The quality of the managerial resource overall is inadequate 
when compared with the quality of management found in the larger and more 


successful enterprises in the private sector. Particular deficiencies 


include: 


- lack of managerial initiative 


- an administrative rather than a managerial 
orientation 


- excessive reliance on the regulations and 
support offered by the public service system 


- insufficient managerial experience in orga- 
nizations that are held truly accountable 
for results by their shareholders 


- lack of the specialized functional skills 
required for effective management of the 
postal system 


- an unusually high degree of internal appoint- 
ment to managerial ranks, particularly in the 
operational category 


- unusually low educational levels 


- a limited number of young, talented and energetic 
officers for the size of the organization. 
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These criticisms of managerial capability should not be construed 
to mean that the Post Office lacks latent as well as actual talent. Our 
point is that the talent which does exist has not been fully developed, 
either because of the inhibiting effect of the public service system, or 
because of the rather narrow terms in which the postal system has been 
traditionally viewed. In addition, the professional skills of top manage- 


ment must be broadened. 


The Challenge 


Major postal systems in the world are traditionally highly labour 
intensive and have failed to implement mechanized or automated procedures 
to any significant degree. The Canada Post Office is no exception. The 
environment in which it operates has become increasingly complex and de- 
manding. The upgrading of operating systems in such an environment repre- 


sents a significant management challenge. It demands managers with: 


- a high degree of managerial skill 


~ substantial experience in the application of 
modern business technology 


- an aggressive, dynamic approach. 


Key Positions 


The managerial orientation of a Crown corporation overall will 
be determined by a multitude of interrelated factors, one of the most 
important being the calibre and approach of those in the top positions, 
particularly: 


- the Chairman, who would be the chief executive 
officer 
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EDUCATIONAL LEVELS OF OFFICERS 


69.57% 


at and above the program administration 3 level and its equivalent 
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some University Institutes professional degree degrees 
courses qualification 
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35%, 


- the President, who would be responsible for 
the operational direction of the organization 


- the Vice Presidents, responsible for groups 
of functional activities 


- the General Managers in charge of each region 
- the Director in charge of specific functional 
components. 


AN IMMINENT PROBLEM 


An analysis of the age and education of approximately 500 offi- 
cers, at and above the Program Administration 3 level and its equivalents 
in other occupational groups, indicates unsatisfactory distribution with 
respect to both factors and the makings of a severe problem for the years 


ahead. 


Educational Levels of Officers 


in_the Managerial Group 


The distribution of educational levels in all occupational 
groups is illustrated opposite. Only 16 per cent of the officers in the 
survey have one or more university degrees. For an organization facing 
the problems that have been confronting the Department for the past few 
years, educational levels in the group overall are unusually low. In 
certain occupational groups the unsatisfactory distribution of educational 
levels is even more striking. For example, only four per cent of the 


officers in the Program Administration group hold a university degree. 


Educational levels will undoubtedly have to be raised. This 


can be achieved by recruiting university graduates for lower echelon 
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AGE DISTRIBUTION OF OFFICERS 


at and above the program administration 3 level and its equivalent 


(~@ 
\ 


30% 


25% 


sae 24.70% 
23.91% 


20.75% 
20% 


15% 


10% 


5% 


Age groups’ under 30 30-34 35-39 40-44 45-49 50-54 55-59 Over 60 


Kates, Peat, Marwick & Co. 


positions, and proven executives with a substantial education background 


for the more senior positions. 


Age Distribution 


Of the executives in all occupational categories, 55 per cent 
are over 50 years of age, 32 per cent are in the age range 40 to 49, and 
only 13 per cent are under 40 years of age. This represents an exception- 
ally heavy concentration of managerial personnel in the older age groups 


and a situation that demands close and continuing scrutiny. 


Illustrated in the chart opposite is the age distribution in 
all occupational groups. The age distribution in Program Administration, 
the group of officers essentially responsible for field operations, is 
particularly unsatisfactory. The heavy concentration of officers in the 
older age categories is particularly marked. About 68 per cent of the 
officers are over 50 years of age and 92 per cent are over 45 years of 


age. 


The very limited number of officers in the younger age ranges 
suggests that the organization could face serious succession problems 
within the next ten years, as officers in the 50 plus range, approximately 


55 per cent of senior personnel, retire. 


MANAGEMENT PRACTICES 


The postal corporation, if it is to be effective and enjoy the 
respect of its customers, must be capable of responding quickly and effect- 


ively to user needs and requests. When compared with managerial practices 
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of organizations in the private sector of comparable magnitude in terms of 
revenue, expenditures, employees, facilities and complexity of operations, 
the existing management practices in the Department are inappropriate. 

For the Crown corporation to be effective, changes will be required in 

the attitude and behaviour of officers at many levels, with greater em- 
phasis on the identification of mail user needs, the exploitation of in- 
dividual initiative, and a continuing search for opportunities available 


for cost reduction and generation of revenue. 


The majority of studies conducted by firms of management con- 
sultants have identified many areas where efficiency can be improved and 
earnings generated. Particular problems have been identified as existing 


LE 


- the way in which managerial staff perceive 
and relate to social, economic and techno- 
logical change in the environment 


- attitudes towards change and improvement, 
and the ability of managers to deal with 
change 


- the manner in which managerial staff relate 
to their total market, the users of communi- 
cation services 


- the approaches and techniques being used to 
improve productivity, quality, reliability 
and service 


- the understanding and application of the man- 
agement process, particularly the establishment 
of objectives, planning for the utilization of 
resources, utilization of functional and tech- 
nological skills, direction, control and per- 
formance evaluation 


- communications between managers, between manage- 
ment and the work force and between the organi- 
zation and the market. 
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Executives in the corporation must ensure that a proper manage- 
ment perspective is developed, and recognize that the role of the Post 
Office is to provide a communications service that is relevant in terms 
of community needs. 

Working within 
the Public Service 
Departmental management practices have been influenced to a 


marked degree by the practices in the public service. es ea 2 


Officers in the Department believe that the organization's free- 
dom to react in a positive manner to its environment is limited by the 
regulatory and control functions of other agencies and departments of 


Government. 


On the other hand, postal officers could, if so motivated, have 
exercised greater managerial initiative and exerted greater pressure on 
the departments and agencies of Government within the existing framework. 
However, the continued exercise of managerial initiative would, within 
the existing control agency framework, be taxing in the extreme and would 
exhaust the endurance of even the most persevering of executives. 

The Service and 
the Servants 

The Government system, and the role of individual departments, 
has developed over the years and has been successful in assigning specific 
roles and responsibilities to particular departments or agencies. This 


approach is intended to optimize the performance of individual depart- 
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ments and minimize waste and duplication of effort throughout Government. 
Conceptually, the approach is sound. It is reasonable to conclude that 
management attitudes and the levels of competence are consistent with the 
objectives of the public service. A public servant is motivated by serv- 
ice to the country and his role within the system by which he carries out 
prescribed activities and responsibilities. The commercial and compe- 


titive nature of the business world is alien to his thinking. 


The ''system'' selects, hires, trains, monitors and comments on 
the performance of the public servant up to the most senior level. With 
few exceptions, senior personnel in the public service are career Govern- 
ment employees and their working experience, training and motivation are 


public-service oriented. 


Role of Management - 


Comparison to Industry 


The Post Office is a department of Government that can be re- 
lated closely to a commercial business enterprise. The roles of people 
in the Post Office can be compared to like activities in industry and it 
could be concluded that those in the Post Office are not as efficient by 
comparison to their counterparts in industry. Recognizing the various 
influences and constraints that affect the operations of the Post Office, 
we feel that the Post Office administrators are doing an admirable job 


and should be commended for their efforts. 


In the public service, it is virtually mandatory that critical 


problems be examined by a variety of groups both inside and outside a given 
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department, so that a course of action can be developed and decided on by 
consensus. There is merit to this approach but it does not encourage 
officials to look for and accept responsibility. This situation is the 
antithesis of the business environment in North America. Considerable 
discussion has taken place as to the desirability and viability of the 
Post Office operating in a commercial environment and with commercial atti- 
tudes. Unless senior personnel are commercially and competitively oriented, 
the Crown corporation concept, while theoretically sound, is impractical. 
Management Orientation and 
the Role of the Post Office 

Officers have generally not been sufficiently alert to, or have 
failed to react to, environmental change. For example, they do not appear 
to have recognized that with the development of other communications media, 
the speed with which mail is transmitted between points is less important 
than the reliability and consistency of service. Changes and trends in 
the social, economic and technological environment have not been continu- 
ously and systematically reviewed by officers at all levels. Trends and 
events have often not been anticipated sufficiently far in advance, thus 
frequently hindering proper planning for the situations that the Depart- 
ment has been required to face. Many of the problems now facing the postal 
system could have been avoided had a more flexible and innovative posture 


been adopted in the past. 


Change has been introduced slowly, partly because of the public 
service regulations and systems, partly because of the departmental organi- 
zation and systems, but primarily because management have not been suffi- 


ciently oriented or motivated towards change. 
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Marketing Orientation 


Officers in the Department lack the marketing orientation essen- 
tial for an efficient service. They see the market as users of mail rather 
than of communications, transportation and banking services. The services 
that the Department is permitted to provide under the Post Office Act have 
been interpreted precisely and have been offered in an administrative and 


unimaginative manner. 


Productivity and Quality 


The operations of postal systems are typically manpower inten- 
sive. The Department has been faced with rapidly increasing manpower 
costs and falling productivity. The Productivity Study indicates clearly 
that substantial productivity improvement is possible. The degree to which 
quality and reliability of service have deteriorated has been sufficient 
to generate a general criticism of the Post Office from the public. 
Opportunities exist for improvements now and have existed for some time, 


but progress has been very slow. 


In the Department, insufficient attention has been given and 
inadequate resources have been applied to improvement in productivity 


and quality. Particular attention has not been given to: 


- mechanization of operations 


- elimination of unnecessary or superfluous 
procedures 


= wutilization of time 
- reduction of staff 


- utilization of equipment and space. 
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The Management Process 


Authority is highly centralized. Postmasters have little free- 
dom to make decisions or implement change without reference to District 
Officers. District Directors are required and fully expect to refer even 
minor matters to Headquarters for approval before taking action. This 
includes purchases exceeding $10.00 on First Aid supplies and $50.00 on 
the repair of furniture and furnishings except in emergency cases. As 
an illustrative example, the steps required for approval to establish a 


new letter carrier service in accordance with established criteria are 


shown opposite. 


The highly centralized authority in the Department has had a 
significant and far-reaching impact on the management process. The result 
is that throughout the Post Office managers lack essential skills in many 


of the following aspects of the management process: 


- the definition of the role and purpose of the 
organizational components for which they are 
responsible within the defined objectives and 
philosophy of the Department overall 


- systematic analysis of all factors likely to 
have an impact on their area of activity, which 
may indicate the need for action and may affect 
action being taken 


- the objective definition of opportunities that 
are available and the need for action 


- definition of the objectives of the organizational 
component within the framework of departmental 
objectives in specific and quantitative terms 


- development of action plans that will ensure 
the attainment of objectives and the optimum 
utilization of resources 
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- techniques for monitoring the program of action 
to ensure that it is proceeding in accordance 
with plans, and for modifying the program in 
accordance with changing circumstances and con- 
ditions 


- techniques for objectively reviewing performance 
in order to improve the development of future 
programs and to hold management accountable. 


Proposed changes in organizational structure and management sys- 


tems should result in substantial delegation of authority to operating 
management on a progressive basis. Managers both at Headquarters and in 
the field will have to be properly prepared for the authority that will 
be delegated. While training and development action will certainly help 
to prepare field officers, success will depend on the quality of leader- 


ship demonstrated by top management. 


Communications 


Communications lack the quality, completeness and consistency 


that are essential between: 


- the Department and the users of the mail service 


- different levels of management and different 
organizational components 


- management and the unions. 


Communications generally pay little regard to the information 
requirements of the addressees and considerable reliance has been placed 
on administrative directives. The grapevine communicates and distorts 
important executive decisions. The poor quality of communications has 
given rise to continuing problems including poor co-ordination of effort, 


conflicting decisions, misunderstandings, confusion and frustration. 
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An organization of the size and complexity of the Post Office 
demands the ultimate in effective communications. Without this it will 
be impossible for top management to implement the urgently needed organi- 


zational and systems changes. 
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Chapter 2 


THE TRANSFORMATION OF MANAGEMENT 


A transition to Crown corporation status and improvement of 
operating performance will place enormous pressure and demands on key 
executives during the next two to three years. The quality of the senior 
management group is by far the most significant consideration before the 
Post Office today. The resolute dedication towards solving the Post 
Office dilemma must prevail throughout the Post Office and is most cer- 


tainly a prerequisite from those few who direct its overall activities. 


The onus of resolving the critical situation facing the Post 
Office, from the standpoint of management, rests on the shoulders of few 
people. These are the people now occupying the key positions in the De- 
partment. With this small group of dedicated men convinced of the wisdom 
and the need for infusion of new talent, this program and others have a 
good chance of success. Considerable effort must be directed towards 
achieving this state of mind and real understanding before any signifi- 
cant changes are undertaken. If, as a first step, the Post Office is 
successful in re-equipping itself with top-level commercially-oriented 
management personnel to allow for a much needed blend of postal career 
personnel with new functional expertise not previously available in the 
Department, we believe that the remainder of organizational change can 


be undertaken with considerable confidence. 


Implementing major organizational change strains the very fibres 
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of an organization. Invariably, concern exists as to the welfare of in- 
cumbent personnel and the impact which the introduction of new personnel 


will have on the overall organization. It is difficult for incumbents in 


Aes, 


nce LT ITC AE 


senior positions to examine change in the sense of what is best for the 
organization, particularly when such change may directly influence their 


own positions or those of their immediate subordinates. 


Competent people in the existing organization must be used to 
maximum advantage both during the transition and in the on-going program. 
In general, those responsible for the management of the Post Office today 
are capable of assuming positions requiring heavy responsibilities in the 
future and have a major part to play in the operation of the Post Office 


as a Crown corporation. 
IMPROVING MANAGERTAL RESOURCES 


Aggressive and imaginative action must be taken in order to 
improve the managerial resources of the Department in preparation for 
the implementation of sophisticated operating systems, comprehensive 
organization changes and the establishment of a Crown corporation. The 
improvement process must be judiciously directed in order to ensure that 
the organization operates in an acceptable manner. Considerable atten- 
tion must be given to the reaction of individual officers to some of the 
steps that will have to be taken, and to the overall levels of motivation 
and morale in the Department. The improvement process will contain many 
areas of extreme sensitivity and great care, possibly using outside assist- 


ance, will be necessary to guide the overall program and to advise senior 
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officers on the many demanding selection, promotion, transfer, demotion 


and termination decisions that will have to be made. 


Specific action required includes the following: 


Strengthen the existing Headquarters organization 
and assemble a group of executives capable of 
forming the nucleus of a dynamic regional organi- 
zation. Proven executives should be recruited 
from both the public and the private sectors. 


Maintain close surveillance on the performance of 
officers in the senior echelons in the Department 
to determine their suitability for appointment to 
key positions in a revised organization structure 
or a Crown corporation. The surveillance should 
be maintained by the individual's own superiors 
assisted by senior officers in Treasury Board 
Secretariat and the Public Service Commission, ad- 
vised by consultants with experience in the func- 
tional areas for which the officers are responsible. 
The senior echelons for the purposes of this sur- 
veillance would include: 


- Assistant Deputy Ministers 
- Branch Directors 

- Assistant Branch Directors 
- District Directors 


- Postmasters of Autonomous post offices 


- all officers introduced to the Department 
as a result of step 1 above. 


The review of performance would have to be made in 
terms of changing position requirements and expres- 
sed in quantitative terms. 


Carry out a planned rotation of selected officers 
to broaden their understanding of modern management 
techniques and to increase the functional expertise 
that is required to improve overall organization 
performance. 
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4. Increase vigilance over all promotional decisions 
and upgrade selection criteria to ensure that only 
individuals with required skills and performance 
capabilities are selected for appointment. In this 
regard, particular attention should be given to the 
changing and more demanding position requirements that 
will follow from the implementation of proposed organi- 
zation and systems changes. 


ea Implement an aggressive recruiting program to attract 
executives from the private sector for appointment to 
positions in the program administration group, particu- 
larly postmasters. Individuals recruited should 
have experience in industrial engineering, transpor- 
tation and traffic, production control, and distribu- 
On. 


6. Aggressively recruit graduates from universities, 

technical institutes and community colleges. Par- 

ticular attention should be given to attracting 

graduates with engineering, business administration, 

financial and sales orientations. 

7. Introduce practical management development programs 

which will expose managers to the managerial concepts 

being applied in the private sector. 

8% Assign a high priority to improvement of the manpower 
planning process in order to collect meaningful data 

on managerial requirements and capabilities. 

Obtaining competent personnel for the Post Office is a formidable 
task in today's environment. Prerequisities to attracting top calibre 
executives with proven experience are competitive salaries, freedom of 
action within agreed policies, budgeting controls and clearly defined 


objectives and goals, and possibly most important of all, the full support 


of a board of directors. 


IMPROVING MANAGEMENT PRACTICE 


The Department will be unable to operate effectively on a con- 


tinuing basis unless fundamental and far-reaching changes in managerial 
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attitudes and practices are effected. The key will be the quality of a 
small group of senior management executives to direct the operational and 
planning processes of the Post Office. Management talent must be injected 
and executives given freedom to operate efficiently. As previously men- 
tioned, wholesale changes in the managerial ranks by the infusion of per- 
sons from the private sector are neither desirable nor feasible. The 
change must be made essentially from within, supplemented by the intro- 


duction of a key group of executives. 


The task of changing managerial practices must be approached 


from many different angles simultaneously. The key will be leadership 
supported by formal training. It will be a demanding task requiring 
imagination and creativity. It will take time to produce meaningful 
results. The task of effecting change will demand a substantial invest- 
ment in formal training and development effort, and requires the intro- 
duction of a comprehensive improvement program. Such a program will in- 
corporate many complex and interrelated steps: 
LA Top management must establish the ground rules and 
provide the leadership. 
Le Superiors and subordinates should work closely to- 
gether to establish objectives for their areas of 
activity within the framework of corporate objec- 
tives. They must agree on the management approach 
and action required for the achievement of objec- 


tives. 


3s A continuing and critical examination of manage- 
ment practices must be conducted. 


4. Managers must come to understand and then utilize 
the management practices followed in industry 
rather than those adopted in Government. 
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oy Some managers should be assigned to public-spirited 
organizations in the private sector in order to gain 
the required exposure to commercially-oriented prac- 
tices. 


6. Executives should be borrowed from the private sector 
to work with executives in the organization and impart 
their managerial expertise. 

ES Management staff should be selectively rotated through 
a number of positions in order to broaden their under- 
standing of the operations of the organization overall. 

e.. Criteria for recruiting executives must be critically 
examined and upgraded. 
Improvement in practices will take time to accomplish. The 


degree of improvement will depend on the competence, leadership and dedi- 


cation of top management. 


The accelerated action required to improve management practices 


has already started. Establishment of the task force to examine the feasi- 


bility of a Crown corporation and changes in key high level positions are 
already bringing about change in managerial attitudes at the senior level. 
COMMITMENT TO THE CROWN 
CORPORATION PRINCIPLE 

We have concluded that to provide an environment which would 
attract, and indeed is a requirement to obtaining, senior management per- 
sonnel, the Government must give a commitment to the Crown corporation 
concept. To permit this, an understanding of the scope and magnitude of 
today's difficulties, coupled with the clear definition of the objectives 


of the Post Office over the next 10 to 15 years, is vital. 
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The traditional Government system, as it applies to the Post 
Office, drastically hampers the Post Office's ability to attract top cali- 
bre executives. If they can be attracted, as has been the occasional case, 
it does not give them adequate freedom and authority to operate in a manner 
comparable to that of commercial enterprises and therefore they cannot per- 


form their duties at a reasonable level of efficiency. 


We have concluded that the Government must consider indicating 
a commitment to Crown corporation status for the Post Office with a pos- 
sible target for vesting in the order of two years. It should do away 
with the constraints imposed on the acquisition of personnel from the 
private sector at both the intermediate and senior executive levels, allow 
for flexibility in dealing with employees, particularly where productivity 
and service are paramount considerations, and permit considerable flexi- 
bility in the areas of working facilities and use of equipment both for 
transporting and for processing mail. Failure to do this will severely 
inhibit the recruiting of competent personnel and, therefore, the resolu- 
tion of problems facing the Post Office. The energies and resources and 
the co-operation of other Government departments must be directed towards 


upgrading the Post Office without reservation. 
A task of immense proportions exists to: 
ibys Modernize plant and equipment and improve postal 


services. 


Ihr Develop confidence on the part of the public in 
the postal system. 


ae Effect a transition to a Crown corporation. 
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To reiterate, one cannot solve the ills of the Post Office with- 
out effective management. One cannot obtain the proper calibre of manage- 
ment without the Government's stated intention of constituting the Post 
Office as a Crown corporation. One cannot seriously consider the Post 
Office becoming a Crown corporation unless effective management is in 
place and progress towards resolving current problems is evident. To 
attempt a compromise solution whereby all of these factors are not real- 
istically appreciated, will only serve to aggravate the overall situation. 
The fullest co-operation from all elements of Government will be required 
if the Post Office is to be rescued from its predicament within a reason- 


able period of time. 
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Chapter 3 
THE POST OFFICE AS A CROWN CORPORATION 


If the concept of the Canada Post Office as a Crown corporation 
is approved, legislation enabling the Post Office to be constituted as a 
Crown corporation must be drafted in a manner that will provide for effect- 
ive Parliamentary control over postal policy, while at the same time pro- 
viding the managerial freedom required for a responsible and efficient 
postal system. While the act of incorporation would set forth the basic 
objectives and guidelines of operation, it must nevertheless be recognized 
that the extent of Parliamentary control and the independence afforded to 
proprietary corporations depend to a degree on factors not definable in 
legislation. These factors include the: 

- calibre of the responsible Minister and his 

interest in the corporation's affairs 


- competence and commitment of the Board of 
Directors 


- calibre of corporate management and the manner 
in which it optimizes resources and seizes 


opportunities 


- degree to which the corporation can operate 
without Parliamentary appropriations 


- degree to which the corporation's plans may 
involve long-term financial commitments. 


DRAFTING THE LEGLISATION 


Considerable care must be taken in drafting the legislation to 
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ensure that the organizational entity created will have broad powers to 
operate independently but within the overriding framework of Government 
policy. Corporate management would be required to operate the Post Office 
on a commercial basis, but in accord with national communications policy 
and subject to Treasury Board and Department of Finance scrutiny of budg- 
ets and accounts. This would ensure that Parliament had overall control 


of the corporation. 


The pattern of key relationships envisaged for the Post Office 
as a Crown corporation is illustrated opposite. This should assure effect- 
ive Parliamentary control over policy, while at the same time providing 


operational freedom and flexibility. 


Particular care must be taken in drafting legislative provisions 


relating to: 


Is Policy, objects and powers. 

Zs Board of Directors. 

Ns Management. 

4. Financial structure, authorities and reporting. 
58 Contractual authority. 


6. Manpower management. 


7. Relations with the departments and agencies of 
Government. 


8. Rates and regulatory process. 


Most of the legislative provisions could follow the precedent 


established in the more recent legislation relating to Crown corporations. 
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POLICY, OBJECTS AND POWERS 


TT 


The enabling legislation should set forth broad guidelines for 
the establishment of postal policy within the framework of national com- 
munications policy. The legislation must foster a flexible approach 
which will enable the corporation to be relevant in terms of time. Matters 
to be considered include: 

- the role of the postal service in the cultural, 

political, social and economic fabric of Canada 

- the basic mail service to be provided for the 

people of Canada, criteria and guidelines for 
expansion of the basic mail service 

- the need for a flexible, responsive and efficient 

organization that will identify postal user needs 
and respond to those needs in a meaningful manner 

- the approach to be followed on rates and classi- 

fications and the relationship that must be main- 
tained between earnings and operating and capital 


expenditures 


- the need for subsidies and the handling of sub- 
sidies from appropriations 


- the extent to which private enterprise may be per- 
mitted to compete with the postal system 


- the extent and manner in which the Post Office 
may compete with private enterprise. 
The objects and powers of the corporation should be defined in 
the broadest possible terms, within the framework of postal policy, to 
permit management the flexibility required to deal with user needs and to 


provide the best possible service. 


ee | 
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THE BOARD OF DIRECTORS 


Role of the Board 
The Board would represent the interests of the Government and 
would ensure that the corporation's objectives and operations accord with 
public needs. Efficient postal communication is a vital part of the 


nation's economic system, and calls for dynamic policies and direction. 


The Board would establish overall corporate policy for corporate 
management. It would review and approve broad corporate, financial, man- 
power and operating plans including the capital and operating budgets 
which would be formally submitted to the responsible Minister, the Minister 
of Finance and the President of the Treasury Board by the Chairman of the 


corporation. 


Composition of the Board 


The Board must be representative of the markets the Post Office 
serves. If the corporation is to effectively understand the needs of 
those markets and to provide services that will satisfy those needs, the 
Board must consist of individuals with an established reputation for mana- 
gerial achievement. Legislation should be drafted in a manner that will 
ensure the appointment of a working Board and the selection of individuals 


with managerial competence. 


All directors with the exception of the Chairman would be appointed 
by the Governor in Council. A number of directors would be selected from 
nominees suggested by major representative associations in Canada concerned 


with the mail service. 


The Board could comprise: 


iy A Chairman. 
(ae The responsible Minister. 


as A Minister with a portfolio such as Corporate 
and Consumer Affairs. 


4. A representative of commerce and industry. 
oe A representative of organized labour. 
Oz A representative of the major mail users, such 


as bulk mailers. 
7. A representative of agricultural and rural interests. 
On A representative of urban interests. 


9. A representative of consumer interests. 


Tenure of Office 
All directors with exception of the Chairman and the two direc- 
tors holding ministerial portfolios would be appointed for terms of three 
years. The directors with ministerial portfolios would hold office as 
directors for as long as they are Ministers of the Crown. The Chairman 


would be appointed for a term of seven years. 


The Chairman would be eligible for re-appointment. The outside 
directors would not be eligible after two consecutive terms except for 


appointment as Chairman. 


The Chairman 


The office of Chairman would be filled by a full-time executive 


elected by the Board of Directors subject to the approval of the Governor in 
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Council. The Chairman may be removed from office by the Board. He would 
be the chief executive officer of the corporation, concerned with deter- 


mining general policy and ensuring a high level of corporate performance. 


The President 
Provision should be made in the legislation for the appointment 
of a President who would be directly responsible to the Chairman for the 


management of the affairs of the corporation. 
MINISTERIAL RESPONSIBILITY 


Ministerial responsibility for the corporation should rest with 
the Minister of Communications so that he can co-ordinate its role with 


the Department of Communications. 


He would acquaint the Board of Directors with the broad Govern- 
ment policy requirements within which the corporation would set its object- 


ives. 


The Board should present the annual budgets to him for his approv- 
al, and for his discussion with the President of the Treasury Board and 


the Minister of Finance, and make its annual report to him with the accounts. 


The Minister would lay before Parliament the annual budgets, the 
annual accounts and the report of the directors, and would answer in Par- 


liament for the affairs of the corporation. 


FINANCIAL STRUCTURE, 
AUTHORITIES AND REPORTING 


Legislation should define the financial structure and should deal 


with matters relating to the financing of the corporation and financial 


authorities, specifically: 


- capital structure 

- borrowing 

- investments 

- banking 

-~ approval of capital and operating budgets 


- contractual authority, including leasing. 


The proposed financial structure is discussed in depth in 
Chapter 5. 
REPORTING ON POST OFFICE 
OPERATIONS AND PLANS 

The corporation would be required to prepare the normal state- 


ments of operations and Balance Sheet as prescribed by the Canada Cor- 


porations Act. Such financial statements would be subject to audit. 


In addition to the prescribed financial reporting requirements, 
the corporation would be required to report on its operations and future 
plans for at least a five-year period. The report should be oriented to 
program and management review, with emphasis on goals, improvement pro- 
grams, research projects, long-range developments affecting the corpora- 


tion, and results produced by completed, cancelled or current programs. 


In the future operations of the corporation, capital expendi- 


tures may be extensive and assume ever-increasing importance in view of 
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its labour-intensive operations. Therefore, short- and long-term (one and 
five years respectively) capital budgets should be submitted to the Govern- 
ment for review. Complementary to the capital budget, an operating budget 
for the same periods should be submitted. 
RELATIONSHIPS WITH DEPARTMENTS 
AND AGENCIES OF GOVERNMENT 

The Post Office as a department makes extensive use of both com- 
mon and unique services made available by Government departments, agencies 
and Crown corporations. The Post Office, in many cases, is required by 
legislation or regulation to use these services, but in some, it is a 
matter of choice and mutual agreement between the Post Office and the de- 


partment, agency or Crown corporation concerned. 


In order to provide management of the corporation with the free- 
dom and flexibility necessary to operate the postal system, the existing 
pattern of interservice relationships must be fundamentally changed. As 
a Crown corporation, the Post Office should be free to decide just which 
services it requires and to negotiate with the departments and agencies 
for the services required. The corporation would, in essence, contract 
with departments and agencies for the services required. It should relate 
to those organizations in just the same way as any corporate entity in 
the private sector. 


RATES AND THE 
REGULATORY PROCESS 


The corporation should be free from the present requirement for 
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legislation to change certain postal rates. The corporation should develop 
a rate structure and individual rates which will generate earnings in excess 


of costs of providing services to the public. 


The monopolistic character of the postal system requires the 
establishment of some mechanism for regulating postal rates in the public 
interest. A number of different approaches are available but we believe 
that the most practical will be one where the rate structure and rates for 
essential services would be subject to the scrutiny and approval of a regu- 


latory body. This body would have two major concerns: 


- to ensure that the rates are reasonable in 
terms of the earnings of the corporation 


~ to recommend to the Minister of Communications 
that, where commercially priced services appear 
to be unreasonably costly for certain segments 
of the community, these services be subsidized 
by the Government, discontinued or alternative 
services considered. 


The corporation should recognize two major factors in effective 


rate setting: 


Ls The cost of providing service must be ascertained. 
Not only must the cost of operating a service at a 
given level be known, but the characteristics of 
costs must also be identified. It is important in 
setting rates to know whether the unit cost of pro- 
viding a service is likely to fluctuate with changes 
in volume. 


2. The value of service in the estimation of the public 
will affect the extent to which a service is used at 
a given rate. This in turn will determine the total 
revenue generated by the service. The corporation 
must gain an appreciation of the public's valuation 
of its services. 
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Rates for essential national and international services and all 
services where the Post Office holds a monopoly would be subject to the 


scrutiny of the regulatory body. 


Rates Regulation Commission 


A commission should be established to regulate the rates of the 
corporation. It would be responsible to Parliament through the Minister 
of Communications, and there should be the right of appeal to the Minister 


against its decisions. 


The commission should develop principles and ensure that they 
are adhered to by the corporation in setting rates. Such principles might 


rule that: 


- rates must be just and reasonable 

- there should be no unjust discrimination 
between patrons requiring similar services 
in similar situations 

- monopoly situations, where they exist, should 
not be exploited. 


The commission would require the corporation to: 


- file all rates for regulated services 


- submit regular returns of the costs and revenues 
of these services 


- allow staff of the commission to examine account- 
ing records. 
Subsequent to the official filing of rates, the public should 
have the right to intervene with submissions; the commission would con- 


duct hearings. 
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Subsidized Services 
When the corporation is required to provide, as a public duty, 
services at rates which are less than the costs incurred, it should have 
the right to apply for subsidies from the Government. The rates commis- 
sion should deal with these applications on behalf of the Minister of 


Communications. 


Applications for subsidized services would be made to the com- 
mission either by the corporation or by interested parties. The commis- 
sion must consider these by conducting inquiries into the need for the 
services and the reasons why they cannot be provided by the corporation 


at an acceptable rate. It should: 


- devise procedures for handling applications 

- develop criteria for assessing public need 

- determine standards of admissible costs which 

the corporation could charge in its applications. 

These criteria and standards should be developed in line with 
decisions of the Minister who is accountable to Parliament for them. The 
commission would make recommendations to the Minister; when approved, the 
funds required to pay these subsidies would be included in the estimates 


of the rates tribunal and voted annually by Parliament. 
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HISTORY 


FORECASTS 


YEARS 


1965/66 
1966/67 
1967/68 
1968/69 


1969/70 


1970/71 
1971/72 
1972/73 


1973/74 


1974/75 


1975/76 


DEFICITS HISTORY & FORECASTS 


REVENUE 


EXPENDITURES 


DEFICITS 


(IN MILLIONS OF DOLLARS) 


ZO 


305 


337 


37 


481 


490 


315 


Jue 


404 


463 


ByaT 


544 


Se) 


630 


685 


750 


810 
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Chapter 4 


FORECASTING EXPENDITURES AND REVENUES 


Establishment of a Crown corporation, and the managerial flexi- 
bility that it will afford, should result in significant improvement in 
postal services and substantial cost reductions. Nevertheless, the mail 
users of Canada will be faced with a series of inevitable rate increases 
if postal deficits are to be avoided. Postal deficits which have been met 
from Parliamentary appropriations have occurred annually since 1965/66, 
and on the basis of the present rate structure have been projected to 


1973-74 and beyond. Deficits history and projections are illustrated 


opposite. 


In order to forecast the pattern of rates and rate adjustments 
that can be expected in the future, Post Office expenditures and the rates 
which would be required to cover them were forecast for a 25-year period 


ending 1995-96. 


In developing the 25-year forecast, it was recognized that long- 
range forecasts must be interpreted with caution. Their accuracy diminishes 
in direct proportion to the length of the forecast and the longer the period, 
the less reliable will be the forecast for the years at the end of the fore- 
cast period. Nevertheless, we believe that a long-range forecast was vital 


for the formulation of a rating strategy and a guide for financial planning. 


Any forecast for so large a time horizon and which has to take 
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into account a large number of variables can, at best, be only a guide 

to the possible course of events. The results of the forecast should be 
regarded only as a projection of the potential profitability if economic 
and social conditions continue along the general trend of the last number 
of years, with allowances for some changes that are predicted with a high 


degree of certainty, such as the chequeless society. 


The forecast of expenditures may overestimate rather than under- 
estimate. This occurs because it does not take into account improved 


management practices or the technological breakthroughs that may occur in 


the handling of mail. Improved management will reduce administrative costs 


on the one hand and should also increase postal productivity on the other. 


The forecast is based on the mix of the services the Post Office 
offers at present. Additional services that the Post Office may provide 
in the future were not included because of the lack of historic data for 


analysis. 


No existing services were excluded. There are some services 
which the Post Office may discontinue. They are minor, for example, un- 
employment insurance stamps. The net effect on the profitability of dis- 
continuing these services is the difference between their marginal cost 
and their revenues. This difference is so small that an analysis of their 
marginal cost was not warranted, particularly in view of the reliability 
that can be expected in a profitability forecast which spans a quarter 


century. 


The forecast of expenditures and revenues, based on only the 
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mix of present services, is conservative if it is assumed that new ser- 


vices would be added and some existing ones discontinued in order to in- 


crease the revenues and decrease the expenditures of the Post Office. 


The approach adopted for the development of the 25-year fore- 


cast essentially consisted of the following steps: 


ne Forecasting of mail volumes based upon forecast 
data provided by the Post Office. 


2 Forecasting of expenditures, taking into account 


savings that might result from the Crown corpora- 


tion studies. 


a5 Forecasting of the revenues that would be produced 


from different mail rates. 


iB Calculation of the extent of the subsidies that 
might be sought for the provision of services 
to the northern areas and for second class mail. 


The approach and results obtained are discussed in detail in 


Appendix A. 


A significant increase in mail volumes is likely to occur. In 


1967-68 the actual mail volumes were 5,000 million pieces. 


of mail volumes indicates that they will rise as follows: 


Mail Volume 
in millions of pieces 


The forecast 
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FORECAST OF EXPENDITURES AND RATES 


oe j| ‘ 


Forecast of ist class mail rates 
required to balance forecast expenditures. 


Forecast includes a 3% p.a. factor for inflation 
and a 3% p.a. factor for growth in real income. 


$3 billion 


$2 billion 


$1 billion 


1970 1975 1980 1985 1990 


Kates, Peat, Marwick & Co. 


The forecast developed leads to the inevitable conclusion that 
postal rates will have to be periodically adjusted in order to produce 
the revenues required to cover expenditures. In the chart opposite, 
which is also opposite page 15, we show for the next 25 years expenditures 
without savings that might be obtained, and postal rates that would be re- 
quired to generate the required revenue. It is presented for the purpose 
of indicating patterns which may develop and should not be regarded as a 
forecast of actual expenditures that would occur or rates that would be 


required. 


Forecasts by definition deal with the future. A number have 
been prepared and are presented, where appropriate throughout this 
report, to indicate patterns which may develop. They are based on a 


series of broad assumptions which by their nature must be tentative. 
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Chapter 5 


FINANCING A CROWN CORPORATION 


Establishment of a Crown corporation will require a major re- 
orientation of the financial structure of the Post Office. As a corporate 
entity, the Post Office will require a financial structure that will cover 
assets currently utilized and will be adequate to meet working capital and 


future expansion requirements. Such a structure will require the adapta- 


bility to meet future changing economic conditions and in a manner that will 


not impose an impractical financial strain on future operations. Transi- 
tion from financial management concepts of a Government Department to a 


corporate financial structure will be a radical departure. 


The financing requirements and structure have been examined and 
are discussed in this chapter. It deals with the form and extent of the 
base capital structure, working capital requirements and the handling of 
assets and liabilities. It also deals with surpluses and deficits, bor- 
rowing, investments, banking, and pensions. 

CRITERIA FOR THE 
FINANCIAL CORPORATE STRUCTURE 

An aim of an effective organization should be the ability to 
meet its expenditures out of revenues. Revenues should also be at a level 
to provide a return on the capital required to finance the operating of 
the Post Office as a Crown corporation. In our opinion, excess revenues 
should be equivalent to a return that is at least equal to the cost to 


the Government of borrowing money and for this purpose a rate of ‘eight 


68. 


7 


ae) vt , é 


| " 
x 
, 03 os a i g 


7 


ee 6 ctl 


te pa 4 7? oe 
A vf y 


ne 
a ‘¥ habe ait) 


| s sngatctes 
me 30. 7 0m 


| 5) rent? ons bas potasigel 
a i ie ind erwsate | 

bas ingiqns aici 198m 02" od. iI tw bir : bhai 

Me i Dar 7 } ft 

pers ads asians (ike 4 sate 8 Howe Sevens fo benagxs on 

[ftw iedt xonoem ® ni bas anddalbnibs imo m028 gad g1vjuk teem oF darte 

-temeest L2n0t 2819.q0” ‘swiult no meas Ist Saehle poltsn¥qnt m8 ea0qmi Jon 

8 oF dng) raged Amamaxeved & to adqosiios! Yoehiogsanm T iohinala mox8 mols 

aie iat [solbea 2 5d fiw! oxeyoutse ne 


n yee Ad Gath bs . . 

bas benimexe Sauat eved fy ae a ea iodendad! gaionenii oT 
aig 2o 1ng9%e bere mrod evs dhe efpeb u stogqnils 829 at bawanoe tb a%B 
jo gntibaad eft bas prcaimeisiote istigaa ov siwiaurde ted} qes 528d 


> 


tod ,eitorteb brs apeutquue ate apegbyae vate B a1 cap ad Leder bons edoees 


ie wes NOE 


a ne 7, 


per cent on capital employed before taxes might be considered. Normally, 
such a return in respect of shareholders’ funds would be calculated after 
taxes but since in fact the Post Office is an integral part of the public 


sector, taxes paid reflect a return on the investment. 


Dependent upon the ability to adjust to meet expenditures in 
addition to a provision of a return on capital, it is hoped that dividend 
payments out of future profits will provide a return on equity investment 


to the Government of Canada. 


We have recognized that the capital structure must be such that 
future financial requirements may be met in an expedient manner. We have 
also recognized that management should have increased responsibility and 
accountability for the financial operations of the Post Office, but within 
the practical environment of overall Government fiscal and monetary policy. 
THE INEVITABILITY 
OF RATE INCREASES 

The financial performance of and forecasts for the Post Office 


have been reviewed to aid in establishing estimated financing requirements 


of the Post Office as a Crown corporation. 


On the basis of the forecast trends of revenues and expenditures, 
we have concluded that substantial deficits will be incurred in perpetuity 
unless appropriate action is taken to effect rate changes. Major changes 
in rate structures over a period of years will be required to convert the 
Post Office into a financially viable operation. The pattern of rate 


changes that may be required is illustrated in the chart opposite Page 67. 
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The projected expenditures indicate that by 1979-80 it is anti- 
cipated that a base first class mail rate of 12 cents will be required to 
have a profitable operation, and by 1995 a rate in the range of 25 to 26 


cents. 


As an autonomous Crown corporation the Post Office may have to 
meet expenditures out of its revenues for increased responsibilities. The 
postal rates allowed during the initial years of operation will reflect 
heavily on its ability to convert to a successful Crown corporation that 


will meet expenditures out of revenues. 


The pattern of rates indicated in the chart opposite Page 6/7 
assumes that there will be no significant reduction in mail volumes due 
to such rate increases. It is impossible, however, to reliably predict 
the reaction of the mailing public to increased postal rates over the 


time period represented in the forecast. 


Without the flexibility to enact periodic rate changes in order 
to meet increasing costs, it would appear impossible for the Post Office 
to operate at, or slightly above, a breakeven level. If the Post Office, 
as a Crown corporation, has to be continually supported by funds from 


Parliament, the desirability of so constituting it becomes questionable. 


The President's Commission on Postal Organization in its report 
of June 1968 observed that "With the exception of Canada, rate-setting in 
14 countries" (that is for the 14 postal systems studied by the Commission 
outside the United States) "is primarily an administrative procedure not 


a political struggle." 
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Recognizing the need for a financial corporate structure which 
will meet present and future changing requirements, we have proposed a 
simple approach to meeting the capital requirements, namely, that present 
assets and the required operating working capital be provided for by the 


issue of common shares. 


It is important to recognize that the transition of the Post 
Office to an autonomous operation will require both time and money. We 
have recommended that an Improvement Program Fund be established to cover 
the cost of systems improvements. Anticipated deficits during the trans- 
ition period could be supported by the Government by various methods such 
as the issue of subscription shares, meeting of annual deficits by the 
Government or pre-budgeting the required deficit, financing and meeting 


it by government appropriation as required. 


In our considerations of the capital structure, we were aware 
that Government policy on land and buildings for Government department 
or agency use is under review. We are also aware of the difficulties, 
time and costs that may be required in arriving at equitable values of 


properties occupied by the Post Office. 


In addition to suggesting a base capital structure for the Post 
Office, we have commented on approaches to the treatment of surpluses or 
deficits, banking, trust funds and other such items in the operation of 
the Post Office. Our proposals are directed at enabling the Post Office 


to operate in much the same manner as an autonomous business enterprise. 
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ESTIMATED BALANCE SHEET 
OF THE POST OFFICE 

AS A CROWN CORPORATION 
as at April 1, 1971 


ASSETS 
Without Land With Land 
and Buildings and Buildings 


(IN THOUSANDS OF DOLLARS) 


CURRENT ASSETS 

Cash on hand and in transit 28,000 28,000 
Cash in bank 27,020 27,020 

Inventory; 
- materials 710 710 
- supplies 2,130 263.0 
Accounts Receivable 100 100 
57,960 57,960 


SECURITY DEPOSITS 300 300 
TRUST FUNDS 

Post Office Savings Bank 

Outstanding Money Orders 

Philatelic Accounts 42,165 42,165 
FIXED ASSETS VigZoo Dili Zo) 


DUE FROM GOVERNMENT IMPROVEMENT FUND 100,000 100,000 


SUSPENSE ACCOUNTS 480 480 
208, 160 258, 160 


LIABILITIES 


CURRENT LIABILITIES 
Accounts Payable 7h 725\0) 
Suspense Accounts 350 
2,600 


DUE TO RECEIVER GENERAL OF CANADA 28,710 


TRUST ACCOUNTS 
Post Office Savings Bank 4,500 
Money Orders 37D O00 
Philatelic Accounts 165 


CONTRACTS AND POSTAGE GUARANTEES 300 
BONDS 50,000 
IMPROVEMENT FUND 100,000 100,000 


NET WORTH 
Common Stock N.P.V. 34 , 385 34,385 
208,160 258,160 


It is estimated that the liability for past service pension benefits would 

be in the range of $300 million. It is assumed that this will be a liability 

of the Government of Canada. 

Fixed Assets have been valued at an estimated depreciated replacement value. The 
value of assets will be affected to the extent that the Post Office takes over 
assets presently controlled by the departments of Government. 

Facility improvement plans have not been fully formulated and therefore funds re- 
required for future capital expenditures cannot be fully evaluated or indicated. 


Kates, Peat, Marwick & Co. 


THE FINANCIAL STRUCTURE 


As a basis for establishing the capital requirements and the 
financial structure of the Post Office as a Crown corporation, the exist- 
ing financial structure of the Post Office has been reviewed and an esti- 
mated balance sheet has been developed for April 1, 1971 on the assumption 
that a Crown corporation, if established, might be vested on that date. 

In developing the estimated balance sheet a number of assumptions have 
been made and particular attention has been given to: 


Aes Land and buildings (property administered by the 
Department of Public Works). 


ae Furniture and equipment. 
ae Inventory of supplies. 
4. Pensions. 

=e Working capital needs. 


The estimated balance sheet developed is illustrated opposite; 
it also appears opposite Page 19, and is discussed in detail in Appendix B. 
This estimated balance sheet is provided only for the purpose of present- 
ing, in outline form, a proposed financial structure for the Crown corpora- 
tion and is not to be regarded as a forecast of the actual financial posi- 
tion at the date specified. It is emphasized that the estimated balance 


sheets are based on a series of broad assumptions which, by their nature, 


must be tentative. The estimated balance sheet incorporates provision for: 


i Capital to commence operations of $25 million repre- 
sented by issue of common shares. 
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2s Capitalization of present equity in supplies, 
furniture and equipment by the issue of common 
shares to the amount of an estimated $9,385,000. 

ae Land and buildings‘) (dependent on Government 
policy) taken over at an estimated depreciated 


replacement value of $50 million. The extent of 
takeover by the Post Office of land and build- 


ings cannot be definitely defined at this time. 

This will require study by the Post Office and 

applicable Government department; including the 

determination of fair value. 

4. An Improvement Fund for capital expenditure pro- 

grams resulting from current studies, amounting to 

an estimated $100 million. 

In addition, provision may be required for financing of the 
Post Office during a period of transition, when expenditures may exceed 
revenues. Such a potential situation should be provided for on a pre=- 
budgeted basis and financed by appropriations from Government Funds or 
the issue of subscription shares of a value equal to the anticipated 


short-fall in revenues. Such financing could be of an interest or non- 


interest bearing nature. 


In the Post Office as a Crown corporation, cash management will 
be an extremely important function. In-depth studies of cash flow on a 
short- and long-term basis will be essential. Such studies would incor- 
porate future capital expenditure requirements to improve operations 
and facilities. These capital fund requirements have not been defined 
as yet, thus their magnitude, when needed, the consideration of the 
cost of applicable monies and the effect of depreciation allowances, 
have not been fully assessed or related to future cash flow. The key, 


(1) Refer to Page B-1l for further detail on estimated value of land 
and buildings. 
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as previously stated to the meeting of expenditures out of revenues and 


thus a favourable cash flow position will be a flexible rate structure. 


OTHER ELEMENTS 


In addition to the development of a broad corporate financial 
structure for the Post Office as a Crown corporation, a number of other 


elements must be considered. 


Operating Results 


To operate the Post Office in line with normal industrial prac- 
tices, provision should be made for the retention of earnings in the 
business. Deficits incurred subsequent to the establishment of the cor- 
poration on a viable basis should be applied against retained earnings. 
Earnings of the corporation under existing legislation would be subject 
to normal corporation income tax regulations. As previously discussed, 
if deficits during the period of transition ‘are forecast (this will be de- 
pendent upon the: speed of implementation of recommendations and a viable 
rate structure) then a program of decreasing Government financing should 


be established to meet such a condition. 


In addition, retained earnings should be appropriated to estab- 
lish a fund to act as a contingency against fluctuations in performance 
resulting from abnormal situations. Until this fund is established, dis- 
tribution of retained earnings should not be considered. When an adequate 
fund has been built up, consideration could be given to the pay out of sur- 
plus funds in the form of the dividends (out of net surplus) and, if practical, 


reimbursement of the Government-supplied Improvement Program Fund. 
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Rate structures should be developed which include allowances 


for cost of funds borrowed and for return on capital employed. 


Borrowing Power 


The Post Office as a Crown corporation should have power to bor- 
row funds for use in its normal business operations. All borrowing should 
be negotiated with the Government, with short-term borrowing to finance 
any working capital deficits due to normal seasonal fluctuations provided 
for by the Government. Requests for long-term borrowing would have to be 


submitted to and approved by the Government. 


Investments 

The Post Office should be allowed to manage and invest excess 
funds with the aim of maximizing income on them. Such excess monies 
should be invested with the Government of Canada to eliminate the possi- 
bility of the corporation's investment activities running counter to the 
overall fiscal policy of Government. The delegation of this responsi- 
bility to the Post Office requires that considerable attention will have 
to be devoted to cash management practices. This will require adequate 
control methods under the guidance of staff experienced in corporate 


treasury functions. 


Foreign Exchange 


The Post Office deals in a variety of currencies in the settle- 
ment of international accounts. At present, all transactions with respect 
to international currencies are carried out for the Post Office by the 


Government. To foster the corporation's accountability and responsibility 
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for the management of its resources, authority should be vested with it to 


initiate foreign exchange transactions in accord with governmental policy. 


Contracts 
To facilitate its operating as an autonomous industrial entity, 
the Post Office, as a Crown corporation should have the authority to enter 
into contracts, under its own name, for services involving its normal 


operations. 


Property 


Dependent upon the policy established by Government in respect 
of land and buildings required by departments or agencies of Government, 
the Post Office should have the right to own property in its own name. 


Such a right provides flexibility of action for its future operations. 


Banking 


At present the banking facilities of the Post Office are con- 
trolled and operated by the Government. All funds are deposited to form 


a part of the Government's consolidated fund. 


If the Post Office is to operate effectively as a Crown cor- 
poration, with full management and responsibility of its own resources, 


then it should maintain its own bank accounts. 


Trust Accounts 


The Post Office operates certain services that involve the cus- 
tody of third party monies. These are the Money Order, Philatelic serv- 
ices, and Post Office Savings Bank Deposit. In addition, it acts as a 


collection agency for other Government departments, primarily the Unem- 
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ployment Insurance Commission. Such monies should be recorded on a funded 
basis and accounted for separately. Although the monies are available in 
a normal business context for use by the Post Office, we consider it im- 
prudent to entertain any idea of using such monies in lieu of working 


capital for the operation of the Post Office. 


Pensions 
An important aspect of the transition to a Crown corporation is 
the pension position of the employees of the Canada Post Office. It has 
been estimated that the pension fund to cover present staff could be in 


the range of $300 million. 


The problem centres around how to transfer the liability for 
past service from the public service to the Post Office. Various methods 


may be considered, subject to Government review and policy. They are; 


BG Lump Sum Transfer. Funding of the past service bene- 
fits and a lump sum transfer would be the ideal method. 
It would require a proper valuation of the liability, 
which is difficult, and the availability of funds. 
Alternatively, a series of annual transfers could be 
effected. 


he Perpetual Bond. Establishment of a special perpetual 
bond with interest payments that would cover past 
service liabilities. 


i Annual Payments. Make annual payments to the corpora- 
tion equal to the estimated amount which it would have 
to expend in benefits to employees. This would be 
consistent with the position that the Government was 
responsible for benefits relating to service prior 
to the establishment of a corporation. The corpora- 
tion would provide funding for benefits with respect 
to service after vesting of the Corporation itself. 
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The key to the decision on the treatment of pensions will be a 
policy decision as to whether the Government will accept responsibility 
for past service benefits. We have assumed that the Post Office will 
not be called upon to meet the cost of past service out of operations, 
which could amount to some $13 million per annum for a period in excess 


of 50 ‘years. 
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Chapter 6 
SIGNIFICANT MANPOWER MANAGEMENT CONSIDERATIONS 


The efficiency of the Post Office either as a department or as 
a Crown corporation depends essentially on the calibre and motivation of 
its manpower resources. The development of a motivated and productive 
work force will in turn depend to a significant degree on the extent to 
which the management of the organization is free to make manpower decis- 
ions, particularly with respect to policy, programs, staffing and labour 


relations. 


The success of a Crown corporation would depend to a large extent 
on management's skill in utilizing its human resources. Accordingly, the 
Government must ensure that the corporation is given the greatest possible 
freedom for the management of its human resources. Specific provisions 
dealing with manpower management will have to be included in the statute 
establishing the corporation. The act of incorporation must give the 


Board of Directors authority to: 


- establish conditions of employment 


- recruit, terminate, transfer, and promote 
emp loyees 


- negotiate with the unions representing employees 
- establish employee benefit plans including a 
pension fund. 
The act should in effect define the status and rights of the 


a corporation's employees. 


In' granting such authority to the corporation, serious considera- 
tion must be given to a number of important manpower management considera- 


tions which are highlighted in this chapter. 


EMPLOYEE BENEFITS 


Benefits programs available to employees of the Post Office are 
designed for application throughout the Public Service. They do not neces- 


sarily satisfy specific needs of the Department. 


In the event of a Crown corporation being established, continued 
membership of corporation employees in Government-wide programs might un- 
duly limit management's ability to bargain with the unions representing 
its employees. It would be to the corporation's advantage from the labour 
relations standpoint to establish its own programs. The establishment of 
a separate pension program for the corporation would, however, raise a num- 
ber of significant issues and require that very serious consideration be 


given to the advisability of such a course of action. 


At the present time, no accurate valuation of the Public Service 
Superannuation Plan, as it applies to Post Office employees, is available. 
Valuation will be essential if a separate plan is to be established. This 
would be a lengthy and expensive task, and would have to be undertaken be- 
fore any meaningful decision could be made. Liability for pension benefits 
accrued to date by Post Office employees in the Superannuation Plan is esti- 
mated to be in the range of $200 million to $400 million. This past service 
benefit would have to be funded in some way in order to satisfy the re- 


quirements of the Federal Pension Benefits Standards Act. The funding 
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could be accomplished in a number of ways by: 


- transferring from the Public Service a lump sum 
equal to the actuarial liabilities assumed by 
the Post Office Plan 


- making a series of annual transfers actuarially 
equivalent to the lump sum payment; such trans- 
fers might be made over the period during which 


the initial unfunded liability must be amortized 


- giving to the Post Office a special perpetual bond. 


STAFF RELATIONS 


Labour relations of the Post Office as a department are governed 


by the provisions of the Public Service Staff Relations Act. The labour re- 


lations of a Crown corporation could be governed by either the Public Serv- 
ice Staff Relations Act, or the Industrial Relations and Disputes Investi- 
gation Act. The advantages and disadvantages of the two approaches must 

be seriously considered and there must be close liaison between all parties 
concerned towards achieving a union/management structure that meets the 
needs of the parties. The Post Office in the meanwhile should remain under 
the aegis of the Public Service Staff Relations Act. With the establish- 
ment of a Crown corporation many programs and policies will have to be 
established not only for those who may no longer have a collective bargain- 
ing agent, but for those who will be demanding a continuation of the con- 
tractual commitments from the Post Office set out in their collective 


agreements. 


As a Crown corporation, the Post Office should have full authority 


to bargain with the unions representing its employees. ,It should not be 


Ole 


required to seek the approval of any Government agency before concluding 

an agreement with unions. With such freedom, a strong effective staff 
relations function would be required to guide management in its relation- 
ships with the unions. Granting the corporation full authority and account- 
ability for bargaining and staff relations will place upon the corporation 

a substantial responsibility. With full bargaining authority a strong 
competent staff relations function will be mandatory, and a continuing 
program for upgrading staff relations capability will have to be main- 
tained. 


IMPROVING THE EFFECTIVE- 
NESS OF PERSONNEL SYSTEMS 


The review of the Department's personnel systems has indicated 
that they are deficient in many respects when compared with systems being 
used by some of the more successful organizations in the private sector. 
New, consistent and integrated personnel systems will have to be developed 
for the effective utilization of the Post Office's manpower resources 


either as a department of Government or as a Crown corporation. 


A substantial improvement in systems should be within the public 
service framework, but once certain improvements have been effected, great- 
er freedom will be required to achieve further improvements aimed at opti- 
mizing the utilization of human resources. Changes in personnel systems 


will be required in such areas as; 


- manpower planning 


- classification pay and benefits 
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- staffing 
- training and development 


- staff relations. 


The full development of appropriate systems is vital but will 
nevertheless place a significant strain on top management during a most 
difficult period. However, unless the fullest consideration is given to 
manpower matters, particularly improvement of staff relations, it will be 
difficult for the corporation to implement recommendations in such critical 
areas as organization, managerial practices, automation and management in- 
formation systems. In summary, without enlightened dynamic manpower man- 


agement, the expectations for the corporation will not be achievable. 
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Chapter 7 


THE ORGANIZATIONAL CONCEPT AND STRUCTURE 


As a Crown corporation, the Post Office will require an organi- 


zation structure that will provide for substantial local autonomy with 


respect to the management of routine operational matters, within the frame- 


work of a totally integrated national system. An organization structure 


and management systems must be established that will: 


gation of 


offer an efficient service within the framework 
of national communications policy 


ensure that user needs are properly identified 
and satisfied 


anticipate and respond to social, economic and 
technological trends 


ensure a flexible organization structure and 
systems capable of a continuing search for new 
and better ways of operating 


permit delegation of authority to the lowest 
possible levels in the organization consistent 
with efficient operations 


provide the human resources of the organization 
with a challenging environment that will motivate 
individuals towards the attainment of high levels 
of productivity 


permit clear assignment of accountability 


ensure that required earnings are generated and 
costs controlled. 


The organization structure proposed provides for substantial dele- 


authority from Headquarters to the field. It will take up to five 
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years to introduce in its entirety. In the meantime, a transitional or- 
ganization will be established. Indeed we hope that, once the process of 
organizational change has been induced, it will continue and involve a 
constant search for improvements in the organization and utilization of 
human resources. 
THE PROPOSED 
ORGANIZATION CONCEPT 

The proposed organization concept provides for four clearly 


identifiable levels of management. These are illustrated in the chart 


opposite which also appeared opposite Page 21. 


Corporate Organization 


Corporate management would be concerned with the broad direction 
of the affairs of the corporation. These executives should work as a team, 
defining national objectives and formulating policy which would provide 
guidance and broad direction to regional management. Full authority for 
regional policy determination and operations would be delegated to the 
regional level. The postal system would be managed through a number of 


regions covering broad geographic areas. 


Corporate management would be a comparatively small group - con- 


siderably smaller than the existing Headquarters organization. It would: 


- define the corporation's objectives and policy, 
develop plans for the provision of services 
which would generate earnings and produce an 
agreed financial return 


- evaluate the plans developed by regional manage- 
ment and allocate corporate resources to those 
offering the best potential 
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- monitor in broad terms the achievements of regional 
management to ensure that their results are in line 
with plans and satisfy corporate service and finan- 
cial requirements 


- encourage regional directors and executives through- 
out the organization to be opportunities-oriented 
and to commit themselves to achieving the objectives 
of the corporation in terms of service to markets, 
effective use of assets and generation of an agreed 
contribution to income. 


Regional Level 


Regional management would be responsible for policy and opera- 
tions in a major geographic area. Management must be capable and willing 
to accept wide powers delegated from the corporate level and to operate 


the regional organization as a dynamic, market-oriented enterprise. 


Specifically, regional management would be required to: 


- develop regional objectives, policies and plans 
within the framework of corporate policy and be 
alert to local market opportunities and environ- 
mental factors 


- agree objectives and plans for the region with 
the corporate management, and obtain from them 
resources required for implementing those plans 


- advise corporate officers of any recommended 
changes in the light of the region's specialized 
knowledge 

- set objectives for the district organizations re- 
sponsible to them, and ensure that they operate 
effectively and provide the services required. 


Each region would be divided into a number of districts covering 


major segments of the regional markets for postal service. 
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have been 


Probable Regions 


A number of alternative regional arrangements and groupings 
considered relative to: 
- markets served in the differing socio-economic 
regions of Canada 
- political boundaries and considerations 
- population concentrations and trends 


- existing Post Office organization including 
the Locations of key processing plants 


- transportation and communications networks and 
patterns 


- regional and district groupings of other Govern- 
ment departments 


- language and social factors. 


Principal Alternatives 


Three alternatives have been subjected to close scrutiny. The 


most attractive regional arrangement from the standpoint of the postal 


system would be four regions comprising: 


} case, 


the 


- Western Canada, consisting of British Columbia, 
Alberta, Saskatchewan, Manitoba, part of North- 
western Ontario and the Northwest Territories 


- Ontario, consisting of all Ontario except for 
part of Northwestern Ontario 


- Quebec, consisting of the entire province 
- Atlantic, consisting of New Brunswick, Nova 
Scotia,, Newfoundland and Prince Edward Island. 
Two five-region arrangements have been considered. In one 


western region described above would be split into two regions, 
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one covering British Columbia and the other covering Alberta, Saskatche- 
wan and Manitoba. In the other arrangement, British Columbia and Alberta 
would be combined as one region with Saskatchewan and Manitoba as another. 
The Ontario, Quebec and Atlantic regions would remain the same as in the 


four-region concept. 


The chart opposite roughly illustrates the four-region arrange- 


ment. 


Under the four-region arrangement, three of the regions would 
each be responsible for a very large segment of national postal activity. 
The Atlantic region would be substantially smaller but would be necessary 
because of particular economic, social and transportation factors. 

District Management 
and Post Offices 

District Directors would ensure that a high standard of postal 
service is provided by the post offices. While the organization of the 
proposed districts would be similar in some respects to that of existing 


districts, a different approach would be employed. 


The District Directors would agree on objectives and budgets 
with postmasters and would then be held accountable by the regional man- 
agement for the achievement of results. District Directors should alert 
regional management to major opportunities or problems. They should en- 


sure that postmasters have the guidance and support necessary to effect- 
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ively manage postal installations under their control. They would be re- 
sponsible for ensuring that, when necessary, staff specialists from region- 
al or district offices are assigned to develop opportunities or solve prob- 


lems at the post office level. 


Post Offices 

The internal management of post offices would be little changed 
under the proposed concept. However, substantially greater authority for 
decisions and action would be delegated to the postmasters in charge of 
postal installations. The character of post office/district/Headquarters 
relationships would be significantly changed. 
CORPORATE MANAGEMENT - POLICY 
PLANNING AND PERFORMANCE EVALUATION 

The corporate or Headquarters organization would be concerned 
primarily with the formulation of corporate objectives within the frame- 
work of national communications policy, the review of objectives and plans 
developed by regional management, and the evaluation of regional perform- 
ance. Specialist staff groups would also be maintained at the corporate 
level to provide functional support services to the organization overall 
where it is clearly more economical and efficient to provide such servi- 
ces on a centralized basis. Before a decision is made to centralize 
functional support services, corporate management must carefully consider 
the degree to which such centralization may inhibit management at the 


regional level. 
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Establishing Objectives 


As mentioned, corporate management would be responsible for formu- 
lating and defining the objectives of the corporation within the framework 
of national communications policy. In establishing objectives, these exe- 
cutives must ensure that the objectives established are: 

- in accordance with the Government's communications 

policy and will support the implementation of that 
policy 


- clearly defined and understandable in terms of 
benefits to the public 


- feasible and obtainable through superior corporate 
performance 


- sufficiently precise to permit measuring the degree 
of achievement attained 


- subject to continuing review to accommodate changes 
in the environment. 
In order to obtain the required input for establishment of ob- 
jectives, corporate management must ensure that regional management pro- 


perly determine the demand for postal services. 


Policy Determination 


With objectives established, corporate management would define 
policies for the organization overall. These policies should establish 
the parameters for action and should provide a guide for decision-making 
at all levels of management. The policies should not restrict initiative 
or enterprise and in particular should permit the formulation of policy 


by regional management within the framework of national policy. 
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Corporate policies should be: 
- consistent with the objectives of the corpora- 
tion 


- clearly outlined for the major operational and 
support functions 


- flexible enough to permit policy variations 
between regions. 
Performance Criteria 
Corporate management must measure the performance achieved by 
the corporation against planned performance and objectives. Performance 
criteria should be defined for all aspects of postal operations; for the 
corporation overall by the Board and the top executives, and for each of 


the regions by the management in those regions, working with corporate 


management. 
Performance criteria must be; 


- practical and simple to apply 
- of concrete value in decision-making 


- precise and quantifiable in specific terms such 
as dollars and time 


- directly related to the organizational component 
being measured 


- capable of ready comparison and interpretation 
- in no more detail than is necessary for the 
level using them. 
The criteria should generally be incorporated as an integral part 
of the management information system, and performance against criteria should 


be monitored through routine and special management reports. 
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Evaluation of Performance 
Performance evaluation in the corporation must be a continuing 
process and should be applied in different degrees by different levels of 
management. Corporate management would be responsible for evaluating the 


performance of the regional organizations. 


The corporate officers would jointly review the overall perform- 
ance. The President must evaluate, with the Vice Presidents, the perform- 
ance of the components for which they are responsible. In particular, the 
President and Vice Presidents must work with the Vice President, Operations 


to evaluate the performance of the regions. 


In addition, an organizational component reporting to the Chair- 
man would be responsible for providing an overview of organizational per- 
formance. Performance evaluation must be objective and constructive and 


must be focused on the results achieved. 
CORPORATE ORGANIZATION STRUCTURE 


For optimum effectiveness of the organization overall, the cor- 
porate or Headquarters organization should be small, comprising competent 
executives concerned with objectives, policy planning and performance 


evaluation. The organization proposed for the corporate level is illus- 


trated opposite. 


The Chairman of the Board would be the chief executive of the 
corporation. He would be concerned with determining general policy, en- 


suring a high level of corporate performance overall, and with corporate 
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relations with Government agencies and other external bodies. He should 


lead and motivate the Vice Presidents and deal with: 


- the Minister 
- Treasury Board and the Department of Finance 


- Parliamentary Committees. 


Reporting directly to the Chairman would be the Director, Cor- 
porate Planning and the Director, Organizational Performance Evaluation. 
The President, who would be responsible for the operational direction of 


the corporation, would also report to the Chairman. 


The Director, Corporate Planning would be responsible for de- 
fining in broad terms the corporation's objectives in the light of demands 
for postal service, and for co-ordinating corporate planning. The Director, 
Organizational Performance Evaluation would lead a small staff group con- 
cerned with the evaluation of corporate performance. This group should 
help the Chairman to review objectives, plans and budgets before submission 
to the Board of Directors and subsequently to Treasury Board and the 


Department of Finance. 


Reporting to the President would be four Vice Presidents and a 
senior executive responsible for developing the marketing function. One 
Vice President would be responsible for directing and co-ordinating the 
efforts of Regional General Managers, each of whom would be responsible 
for the effective management of a major segment of the postal system. 


The Vice Presidents in charge of Operational Services and Finance and 
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Administration would each be responsible for co-ordinating the provision 
of a number of related services that would be maintained at the corporate 
level to provide regional organizations with highly specialized func- 
tional expertise. The Vice President, Personnel Services and Communica- 
tions would carry responsibility for the total personnel function. The 
Director, Marketing and Public Relations would be responsible for develop- 


ing those functions. 


The Vice Presidents should work closely with the President and 
with one another, and would: 
- formulate national policy for their areas of 
responsibility; review, evaluate and comment 


on policy formulated at the regional level 


- ensure the preparation of integrated plans 
for the corporation overall 


- provide regional management with functional 
support services 


- review and co-ordinate organizational perform- 


ance relative to their areas of responsibility. 


THE CHAIRMAN 
AND HIS STAFF 

The Chairman should be a senior exeucitve of proven ability with 
extensive experience in a large-scale widely dispersed organization in 
labour-intensive industry. He must be capable of working effectively with- 
in the Government environment and giving direction to the corporation as a 
viable commercially-oriented enterprise. Specifically, he would: 

- report to the Minister and to Parliament and 


appear before Parliamentary Committees to ex- 
plain corporation affairs 
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- maintain liaison with Treasury Board, the 
Department of Finance, and other Government 
organizations 

- provide leadership in the Board's deliberations 
on policy, and obtain the best use of the capa- 
cities of Board members for the corporation's 
benefit 


- present major policy changes proposed by the cor- 
poration for the Board's consideration 


- advise the Vice Presidents and senior officers 
to ensure that plans are executed in accordance 
with the policy of the Board 

- present corporate plans including capital and 
operating budgets to the Board, and report finan- 
cial progress and achievements. 


The Chairman would be assisted by two small staff groups; the 


Corporate Planning and Organizational Performance Evaluation units. 


Corporate Planning 


The Corporate Planning Group would be responsible for co-ordinat- 
ing plans developed by the operating organization and the functional groups, 
and providing functional support to the operating organization. It should 
ensure that the plans developed are in a form suitable for presentation to 
the Board and ultimately Treasury Board and the Department of Finance. It 
must review the plans developed to ensure that they are in accord with cor- 
porate objectives and properly recognize the demand for services and the 


impact of the environment on the postal system. 


Part of the group would be concerned with continuing environ- 


mental research and trends in communications technology. 
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Organizational 
Performance Evaluation 


Organizational Performance Evaluation would be the paramount 
evaluation component of the organization. It should be small and closely 


knit, consisting of senior executives with skills in the management sci- 


ences, finance, personnel, and postal operations, with a strong, independent 


and objective viewpoint. 


VICE PRESIDENT, OPERATIONS 


The Vice President, Operations would be responsible for approv- 
ing national operations policies and for ensuring that Regional General 
Managers provide effective postal service in accord with the objectives 


of the corporation and performance criteria. 


This executive should ensure that the Vice President, Operational 
Services provides the Regional General Managers with required functional 
services which the regions find uneconomical to provide in their own 


organizations. 


Substantial authority for operations would be delegated to the 
Regional General Managers. It would be the responsibility of the Vice 
President, Operations to ensure that the regions properly use the dele- 


gated authority. 


The Vice President should spend a significant amount of time at 
the regional offices in discussion with Regional General Managers and 
senior operating officials in order to be completely familiar with the 


nature and scope of problems and the capabilities of his regional execu- 
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tive staffs. He should arrange for specialist support services in a num- 
ber of functional areas, in situations where such services cannot be pro- 
vided by Regional General Managers because of the composition of their 
staffs. These services would be provided by the Vice President, Opera- 


tional Services. 


MANY FUNCTIONS REQUIRE EMPHASIS 


A large number of complex and inter-related problems currently 
confront the postal system. In order to overcome them, improvements must 
be effected in a number of areas and will require strong top management 


support and direction. Functions requiring special consideration include: 


- Personnel 

- Marketing 

- Public Relations 

- Systems Engineering 

- Productivity 

- Property Management 

- Financial Management 

- Postal Rates and Classifications 

- Management Information Systems. 
These functions really demand presidential direction but placing these and 
other corporate functions directly under the President would create an im- 
practical organizational situation. We recommend, therefore, the appoint- 
ment of group Vice Presidents, each responsible for the direction of a 


number of compatible functions. 
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These Vice Presidents in charge of corporate services should be 
of general management or almost presidential calibre and would direct and 
co-ordinate activities supporting the operating organization. 


VICE PRESIDENT, 
OPERATIONAL SERVICES 


Reporting to the Vice President, Operational Services would be a 
number of organizational components with a systems engineering orientation. 
They would define broad operational guidelines for the corporation overall, 
review operational planning and assist with the evaluation of operational 
performance. These components would be vitally concerned with the imple- 
mentation of programs designed to automate postal operations. They would 
view the operations of the Post Office as a total system from mail collec- 
tion as input to mail delivery as output. Operational Services would 
spearhead the implementation of automated mail processing but would rely 
heavily on regional management for the definition of operating require- 
ments. The group responsible to the Vice President, Operational Services 
would be organized around a core of highly competent systems engineers 
with industrial, electronic, electrical, mechanical and civil engineering 


skills. 


Four groups would probably be required in the continuing organi- 


zation: 


- Postal Systems Engineering 
- Productivity 
- Transportation 


- Property Management. 
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The core group would be Postal Systems Engineering and would 
establish the direction to be taken by all the other components in the 
group. 

VICE PRESIDENT, PERSONNEL 
SERVICES AND COMMUNICATIONS 

The many and complex manpower problems confronting the postal 
system and their productivity implications demand that a high priority be 
given to improvement of manpower management. The personnel function should 
report directly to the President. Along with the improvement of the per- 
sonnel systems, it would implement programs for the improvement of manage- 
ment-employee communications. Staff under the Vice President, Personnel 
Services and Communications would be required to design and implement 
personnel systems for use by the regional personnel staff groups and the 
line management in the regions. Many of the procedures designed by the 
corporate group would have to be modified for application to particular 
local conditions and situations. In the earlier stages they should be 
modified by the corporate group or under their close supervision. 


VICE PRESIDENT, FINANCE 
AND ADMINISTRATION 


The Vice President, Finance and Administration would have under 
his direction, a number of functional groups providing services to the 


organization overall. These would include: 


- Finance and Accounting 


- Rates and Classifications 


20s 


- Management Information Services 
- Legal and Secretarial Services 
- Office Services 


- Purchasing. 


The emphasis in this particular group of functions should be on 
the development of the Finance and Accounting, and Management Information 
systems functions. The Post Office as a department of Government has fol - 
lowed governmental financial and accounting practices. As a Crown corpora- 
tion, it must be able to introduce and apply sound commercial and financial 
principles and introduce systems that will satisfy its needs. 

MARKETING AND 
PUBLIC RELATIONS 

There is a clearly indicated need for improvement in the market- 
ing and public relations activity in the Post Office. However, the form 
that the marketing program should take and the organizational stature of 
the function cannot at this time be readily determined. As an interim 
measure this function should report directly to the President. The func- 
tion may develop to a degree that would justify Vice Presidential status. 


Alternatively it might be grouped with one of the other corporate functions. 


CORPORATE EMPHASIS 


The emphasis in the corporate organization must be on policy plan- 
ning and performance review. The corporate organization should be small 


and should consist of highly specialized managers. The President and the 
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Vice Presidents must take special steps to prevent the corporate organiza- 


tion becoming involved in operating routine. 


REGIONAL MANAGEMENT 


Strong regional organizations would be established, enabling the 
system overall to cater more effectively to the needs of markets and to re- 
spond quickly to changing conditions and circumstances. Regional manage- 
ment should be strongly oriented towards the markets which they serve and 
would require substantial authority for the definition of regional policy. 
Delegation of authority from corporate management to the regions would 
bring management close to the users of the postal service and operating 
conditions. It would facilitate identification of requirements and formu- 


lation and implementation of policy and programs. 


Organization and management systems must be flexible. Regional 
management should tailor organization structure, services and operations 


to meet the requirements of the regional markets that they serve. 


The service requirements of mail users can vary substantially 
from one socio-economic area to another. The manner in which the postal 
system operates need not be uniform throughout the country. There can be 
variations from region to region in response to the requirements of users. 
Regional management must establish appropriate regional policy within the 


framework of corporate policy. 


CONCEPT OF THE REGION 


In addition to defining regional policy, regional management 
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would be required to provide effective direction to the field organization. 
Regional management must ensure that post offices, the basic operating ele- 


ment of the postal system, operate in an effective manner. 


Regional management would be required, within the framework of 
corporate policy, to define objectives and make plans for the region. 
These plans would be reviewed and integrated into nation-wide plans at 
the corporate level. Regional management should be held accountable for 


the results achieved by the region. 


Regional management would be responsible for identifying user 
requirements and seeking opportunities for generating and increasing reven- 
ue. They must, however, work within certain constraints. The national 
communications policy would be defined by the Government of Canada and 
the corporate policy of the Post Office would be defined by the Board of 
Directors. Nation-wide policy should emphasize the minimum requirements, 
in terms of services, which regions must provide. Regions should not be 
restrained from providing additional services as long as they can show a 
proper rate of return on the funds which corporate management would make 


available to them. 
Effective management at the Regional level would: 
- permit a more effective review and analysis of 
postal operations throughout the country 
- ensure that opportunities and problems are an- 
ticipated, identified and dealt with as near 


as feasible to the point at which they arise 


- enable field management to respond more quickly 
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and appropriately to conditions and opportunities 
arising in the markets which they serve 


- deal with emergencies and special situations ina 
flexible, responsible, rather than a rigid manner 


- permit effective monitoring and control of costs 
within budgets 


- lead, if properly implemented, to increased moti- 
vation of executives, managers and supervisors in 
the field by gaining their commitment to object- 
ives and programs which they have developed. 


ORGANIZATIONAL FLEXIBILITY 


Establishing the four regions proposed would mean that all regions, 


while satisfying the requirements for regional management, would be substan- 


tially different in size and character. 


The precise organization structure for each region should be 
developed in detail during the implementation of organizational recommenda- 
tions. Prime responsibility for detailing regional organization should 
rest with the Regional General Manager and his immediate subordinates 
assisted by corporate task forces. Regional management must obtain the 


commitment of regional staff in the structuring of the organization. 


A constant factor between regions will be the nature of their 
relationships with corporate management. Effective integration and opera- 
tion of the corporation demand that regional performance and operations be 
represented to corporate management in a way that would enable these exec- 


utives to plan for the corporation overall and accurately evaluate per- 


formance. 
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Kates, Peat, Marwick & Co. 


Basically, the Regional General Managers would be held account- 
able to corporate management, within national policy, for economically 
using the resources allocated to them and for providing services which 
will generate income and contribute to corporation earnings. Corporate 
management would review the operations of the regions to ensure that they 
are applying management practices which are conducive to high productivity. 
An important factor will be the management information system. Improved 
performance and productivity should be attainable through delegation of 
responsibility and authority for action to the lowest levels of manage- 
ment within the organization, provided lower echelon management are pro- 
perly trained and permitted the freedom from strict central control that 


is implicit in the concept of delegation. 


A basic formula for regional organization structure has been 
developed to assist with the detailing of the specific organization struc- 


ture for each region. This is illustrated in the chart opposite. 


The Regional General Manager and key subordinates would be re- 
sponsible for the formulation and implementation of policy. The key execu- 


tives and their primary roles would be as follows: 


des Assistant Regional General Manager would direct and 


co-ordinate the activity of all District Directors 
other than those in charge of the Metropolitan Dis- 
BACs). 


2. Directors of Metropolitan Districts would manage the 


Metropolitan Districts. 


38 Director, Operational Services would provide servi- 
ces of an operational nature, such as productivity, 
transportation and engineering, to the Assistant 
Regional General Manager and the Directors of Metro- 
politan Districts. 
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4. Director, Administrative Services would provide ad- 


ministrative services, particularly in the areas of 
finance and control, to all regional components. 


be Director, Personnel Services would provide regional 
personnel services. 


63 Director, Marketing would assist the Regional General 
Manager with the formulation of marketing strategy and 
maintenance of relations with major mail users within 
the region. 
Each region must be headed by a senior executive with broad ex- 
perience in the field of management and a good understanding of the nature 


and complexities of postal systems. He should report directly to the Vice 


President, Operations at the corporate level. 


Each of the regions would be divided into a number of districts. 
Districts would basically be responsible for ensuring that effective postal 


services are provided to users by post offices and postal installations. 


MANAGING THE TRANSITION 


The implementation of the organizational concepts and the trans- 
ition from the existing to the proposed organization structure should be 
carefully planned and co-ordinated. The transitional program will demand 
the very close direction of the Deputy Minister in all stages of the pro- 
cess. The actual transition must be co-ordinated by a corporate task force 
consisting of carefully selected senior officers with a high level of per- 


sonal motivation and dedication to change. 


Complete development and implementation of the proposed approach 


will of necessity be lengthy and will require close co-operation among 
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officers within Headquarters and between Headquarters and the field. Im- 
plementation of many of the concepts underlying the recommendations will 
require significant changes in the attitudes and approach of senior offi- 
cers. Essential steps in the program will involve: 
Ue Realignment and the strengthening of the Headquarters 
organization structure. 


7 Formation of a task force with responsibility for 
establishing a regional organization. 


1S Establishment of a pilot regional organization with 
responsibility for testing organization concepts and 

the intensive implementation of recommendations made 

by management consultants. 

4. Phased development and establishment of regional 

organizations throughout Canada and gradual reduc- 

tion of Headquarters involvement in operating man- 

agement. 

Die Eventual establishment of the proposed corporate 

organization structure with responsibility for 

policy formulation, planning and performance evalu- 

ation. 

This sequence of steps, along with their probable timing, has 
been reviewed with the Deputy Minister, his Assistants and the Special 
Advisor to the Minister. Action has already been taken to strengthen the 
organization at the corporate level and to form the nucleus of a regional 
task force. 

STRENGTHENING THE 
HEADQUARTERS! ORGANIZATION 


The Headquarters organization should be strengthened by the 


infusion of executives with proven managerial skills and substantial 
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Kates, Peat, Marwick & Co. 


experience in the private sector environment. They must have strong func- 


tional skills in such areas as; 


- finance 

- marketing 

- productivity 

- transportation 

- personnel 

~ public relations 

- communications 

- information systems 


- facilities and engineering. 


It would be neither desirable nor feasible to move to the proposed 
ultimate corporate structure until at least one of the regional organiza- 
tions is fully established and operating effectively. Changes in the exist- 
ing organization structure would, however, be necessary in the interim and 
the proposed transitional Headquarters organization structure, which has 
been discussed with senior officers in the Department, is illustrated 
opposite. The transitional organization would attempt to effect improve- 
ments in operating systems throughout the Post Office where these improve- 
ments can be readily handled by existing operating personnel and would not 


require special changes to existing organizational arrangements. 


The Headquarters organization would continue to operate in much 
the same way as it has in the past but would gradually transfer responsi- 
bility for the operation of the system to the regional organizations as 


they are formed. 
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Kates, Peat, Marwick & Co. 


With the establishment of a Crown corporation, a substantial 
change in the transitional organization would have to be effected in 
order to permit appointment of highly qualified executives to a number 


of key positions, particularly: 


- the Chairman 

- the President 

- Vice President, Operations 

- Vice President, Operational Services 


- Vice President, Personnel Services and 
Communications 


- Vice President, Finance and Administration 
- Director, Corporate Planning 


- Director, Organizational Performance Evaluation. 


The organization structure that would be required at the time of 


vesting is illustrated opposite. 


PILOT REGION TASK FORCE 


The task force formed to guide the implementation of a pilot 
region would be under the direction of a senior officer who would report 
directly to the Deputy Minister. The force itself would consist of offi- 
cers from the Department assisted by outside consultants. The group 
should be required to effect immediate improvements in systems and reduce 
costs. It should also develop detailed guidelines for the organization 
and management systems to be used by the regional organization. Specifi- 


cally, the group would be required to: 
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- improve postal service in the pilot region 
- test the recommendations made by consultants 


- participate in the selection of executive staff 
for the regional organization 


- demonstrate the improvements that are possible 
with the infusion of managerial skills 


- provide an environment into which staff could be 
recruited and developed for eventual promotion 
to key positions at the corporate level and to 
other regions as they are formed. 
Within a six-month period the task force should be capable of 
forming the nucleus of a regional organization. Members of the task force 


would, if competent, assume executive positions in the pilot region organi- 


zation or other regions. 


PILOT REGION ORGANIZATION 


The pilot region organization that would emerge from the efforts 
of the task force would initially assume responsibility for the management 
of an existing district. It appears that the existing Toronto district 


would be the most suitable choice for such an arrangement. 


The pilot region organization would be heavily involved in operat- 
ing matters and would look to Headquarters for policy formulation. As it 
developed strength, however, it would assume broader responsibility for 


the formulation of regional policy. 


The nucleus organization would gradually be extended to cover all 


districts in Ontario. Until included in the regional organization, the 
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districts would continue to report directly to Headquarters. The regional 
organization would assume responsibility for the management of districts 
only when it is clearly prepared and qualified to provide the quality of 


management required. 


As the existing districts are assimilated into the regional 
organization structure, district boundaries would be redefined and a 


larger number of smaller more manageable districts would be formed. 


ESTABLISHMENT OF OTHER REGIONS 


The timing and sequence of the establishment of other regions 
would be determined by the degree of success experienced by the pilot 
region. We believe that it may take five years to completely introduce 
the regional structure if disruption of systems is to be avoided and moti- 
vation of personnel is to be maintained. In the chart opposite we indi- 


cate the approximate time frame for the establishment of regions. 
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Chapter 8 


MANAGEMENT INFORMATION SYSTEMS 
A TOOL OF MANAGEMENT 


The overall effectiveness of a corporation is dependent upon the 
capability of its executive and line management. Their effectiveness is 
dictated in large measure by the availability and accessibility of reli- 
able information covering all facets of the business on a current basis. 
We anticipate that the introduction of a comprehensive information system 
in the Post Office will be the foundation on which most of its changing 


objectives and plans will be monitored and decisions executed. 


THE PRESENT SYSTEM 


The information system now in operation is inadequate to meet 
the current needs of the Post Office or to enable management to recognize 
and deal with emerging problem situations. Through interviews, group work- 
shops and research and observations made during the course of this study, 
we have found that there is presently a lack of management information in 
the Post Office. Considerable effort is currently being directed to up- 
grading the information system in the Post Office, but the overall posi- 
tion is reflected as follows: 


re Information Availability. A tremendous quantity 


of information is available both in the field and 

at Headquarters. This data is not readily accessi- 
ble nor is it available in an organized format suit- 
able for management use. Rather than a reporting 
network that is focused on assisting management 
decision-making, the bulk of the data gathered is 
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historical in nature and would portray what is 
happening now or what is likely to happen in the 
near future. 

Pe Information Flow. The predominant flow of informa- 
tion is from the field to Headquarters. Considerable 
duplication exists in the gathering of data. Field 
personnel suffer from a lack of summarized information 
coming to them from Headquarters. 

as Information Retrieval. It is virtually impossible to 
retrieve vital information fast enough to take prompt 
positive action on a situation. This, coupled with 
the lack of regular action-oriented reporting, consti- 
tutes the most critical factor facing the management 
group in the Post Office today. 

It is vital that a reliable management information system be 


implemented in the Canada Post Office as soon as possible. The need for 


management information is evident across the system. 
INFORMATION PRIORITIES 


The information requirements of the Post Office must be viewed 
in varying degrees of priority and should be directly related to the short- 
and tone een uaa series of the Department. Currently, three functional 
areas within the Post Office suffer acutely from lack of reliable informa- 


tion. These are personnel, operations and finance. 


Three other information areas, equally important, are marketing, 
planning and general information. The six information categories were 
identified in the course of our work with the Post Office and each now 
represents a specific module within the Management Information System 


(MIS) proposed for the Post Office. 
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THE MANAGEMENT INFORMATION 
SYSTEM CONCEPT 

An information system must provide management with an informa- 
tion base that facilitates short- and long-range planning and at the same 


time, provides monitoring information on the Post Office's major opera- 


tions and projects. 


Definition of the 


Proposed System 


There are countless interpretations and definitions of a manage- 
ment information system. Whatever the definition, it is important to recog- 
nize that a management information System does not imply nor does it demand 
the utilization of sophisticated data processing facilities. In many in- 
Stances the process will be manual and should be computerized only when 


it can be justified. 


The proposed management information system concept for the Post 


Office has been defined as follows: 


"The Management Information System is an interrelated 
data flow through the organization for planning, exe- 
cuting and controlling the functional responsibilities. 
It provides information in accordance with prescribed 
schedules and permits retrieval of information as re- 
quired. 


In effect, it is the formal communications network of 
the organization," 


The information flow envisaged for the Management Information System is 


illustrated opposite, 
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Function-Oriented Reporting 


Management reporting produced from the MIS is designed to meet 
the needs of the various levels within the organization structure. Re- 
porting is primarily function rather than product oriented, although the 
format of the reports permits product breakdown within a function when 


appropriate, 


Management must be prepared to assign a value to individual re- 
ports and to reassess this periodically. If a report does not justify the 
time and cost of preparation it should be modified or eliminated. Ideally, 
the reporting format should be consistent with assignment of responsibility 
and accountability within various levels of Post Office management. Infor- 
mation generated, which may be compared to historical or forecasted con- 
ditions, should be focused on a specific function and provide the respon- 


sible individual with the current status of his area of responsibility. 


Information Modules 

The task force, comprising Post Office personnel and the con- 
sultant, worked closely with all levels of management up to the Deputy 
Minister to determine the requirements of the Management Information Sys- 
tem and agree to the contents of individual modules and the priority for 
implementation. The MIS concept resulting from this work calls for the 
implementation of six information modules. These modules are conceived 
so that they can stand alone as reporting systems; at the same time 
flexibility is provided so that information can flow from one module to 
the other where appropriate. These and other features of the MIS are 


described later. 
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The following is a description of the six modules. It should be 
noted here that these modules neither imply, nor intend to suggest, an or- 
ganization structure. Further, it is vital that the Post Office recognize 
the true contribution that the MIS can make, accepting that the system 
above all else is intended to provide management with information on func- 
tional components from which data of a similar nature can be assembled and 
collated. Without such acceptance the integration of data cannot be fully 
effective and hence the information system itself cannot be fully effect- 


ive. 


The six modules developed are: 


ibe Financial Information Module (FIM). Data related to 


revenues, expenditures and costs will be assembled in 
this module. The prime purpose of the FIM is to pro- 
vide accounting and financial management information 

summarizing the operations of the Post Office. 


Ze Personnel Information Module (PIM). Attainment of 


Post Office objectives rests with the human resources 
that can be provided, both in quality and in quantity. 
This module is of particular importance to the Post 
Office in that it will contain manpower inventories 
and provide for the analysis of manpower management, 
skills availability, grievance monitoring, personnel 
benefits program, etc. The illustration opposite 
portrays the report components of this module. 


Bs Operations Information Module (OIM). This module is 


dedicated to the gathering and compilation of all 

data relative to mail processing and postal services. 
Its primary purpose is to provide information by which 
the Post Office can monitor and evaluate the perform- 
ance of the mail system overall on a current basis and 
keep informed on other areas such as the cost of mail 
processing, service evaluation, transportation and pro- 
ductivity within the Post Office. 


4. Marketing Information Module (MIM); The: Post, Office 


has not provided marketing-oriented information to 
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its management group in the past. This area merits 
prime attention, particularly if the Post Office is to 
be commercially oriented. A separate study was carried 
out concerning the marketing needs and information re- 
quirements of the Post Office and these have been incor- 
porated in the specifications for the MIM. 


5% Planning Information Module (PLIM). This is the most 


complex information module. In effect, its purpose 

will be to create an automated planning process incor- 
porating the strategic objectives of the Post Office 

and time frames up to ten years in the future. In addi- 
tion, it will contain information pertaining to short- 
range management planning, although it is not intended 
to produce day-to-day planning information. The chart 
opposite depicts elements of the planning process. 


6. Index Information Module (IIM). This module represents 


the foundation of legitimate information retrieval sys- 

tem. It will permit a user of the system to have, ona 

demand basis, access to a wide variety of information 

including directive activities, department manuals, pro- 

ject indexing, computer programming library and refer- 

ence to alternative sources of information. 

MIS Documentation 

To assist the Post Office in both assessing the proposed MIS 
concept and implementing specific modules, a report summarizing the over- 
all concept has been supplied along with individual books that describe 
in considerable detail the individual modules. The illustration opposite 
the next page indicates the contents of the individual module systems 


manuals. The first of these booklets was issued to the Post Office in 


May 1969 and implementation effort has commenced. 
BENEFITS OF MIS 


It is anticipated that the full Management Information System 


for the Post Office can be operational in 1975. As indicated in the re- 
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port on MIS, many man years of effort will be required. The advantages 


accruing to the Post Office from an effective information system are many 


and will yield benefits of both a tangible and intangible nature. In 


assessing the contribution of the MIS to the Post Office, it is important 


to note that the true value can only be measured to the extent that the 


management of the Post Office needs or wants it. The more significant 


benefits to the Post Office from the MIS will be: 


i. 


Timely and Useful Management Reports. Responsibility 


and exception reporting will provide management with 
information on vital areas on a regular basis. The 
timeliness of the reporting is a major feature and 
will minimize the time lapse between problem identifi- 
cation and corrective action. 


Performance Monitoring. Standards and limits will be 
applied to key activities in the Post Office. The 


automatic response to a variance or deviation from the 
standard on a particular project, operation or critical 
condition, will reduce the chances of failure or loss 

and will give management a better opportunity to respond. 


Improved Public Service. The MIS has the capability to 


produce information to improve service to the public. 
This will be most evident in the areas of operations 
and marketing; however, it is anticipated that effects 
will be realized from the other modules. 


Basis for Planning. Information will be available to 
management in an organized format to assist in short- 
and long-range planning. The manipulation within the 
system of current and historical data which is reliable 
will considerably assist the planning process. 


Decision-making. The control exercised over the input 
and processing of data will result in reliable manage- 
ment reporting and permit the management group to make 
decisions from an information base which is reliable. 


Utilization of Resources. The Management Information 
System can contribute effectively to improvement of 
service and profitability. The resources within the 
Post Office must make the maximum contribution to 


it 


these areas and both the control of such resources 
and the awareness of their availability are vital. 


7. Efficiency. The integration of information within 
various modules will reduce or eliminate the repet- 
itive handling, computing and recording of common 
data. It is anticipated that existing sub-systems 
will require considerable modification to facilitate 
day-to-day operation and this will contribute to im- 
proving the quality of information provided to manage- 
ment overall. 


THE EFFECT OF MIS 


ON THE POST OFFICE 


The introduction of a major information system such as the one 
proposed for the Post Office will have many and varied side effects. In 
the short term, the implementation and early operation of the MIS will 
place a greater demand on management time, particularly in the development 
of modules with which specific members of the management group are more 
closely associated. In the longer term, obviously, it is expected that 
the MIS will contribute to freeing managers' time enabling them to direct 


more attention to the operation of the Post Office. 


Management will have to be prepared to adjust their style if 
the Management Information System is to be fully effective. After appro- 
priate testing and parallel runs have taken place, management's confidence 
in the system should be high, enabling them to accept that data used or 
reports generated are reliable and accurate. In addition, they will be- 
come increasingly aware that their decisions or adjustments to information 


when fed into the MIS can have a significant effect on other components of 


the system. This heightened awareness will stimulate an upgrading of inter- 


118, 


departmental communication and should contribute to better interfacing of 


management components. 


The adoption of monitoring by exception reporting is implied in 
the MIS concept. Information produced by the system will indicate the 
need for corrective action; unless a manager fully accepts the quality 
of the information received, he may become hesitant in taking action and 
could lose valuable time if he were to attempt to check the validity of 


data. 


Considerable effort has gone into and will continue to go into 
the determination of the specifications of the Management Information 
System. One can expect that modifications will be required after imple- 
mentation and before the full system's benefits can be achieved. Manage- 


ment must recognize their role in considering such modifications and con- 


tributing where possible to the better performance of the system. At times 


it will represent an inconvenience, but the overall objectives of the MIS 


must continually be borne in mind. 


The distribution of management time will change. More time will 


be available to the manager to plan, analyze and evaluate the performance 


of his segment of the organization. When this happens, the MIS can be 


said to be truly effective. The decision-making process will be simplified 


and better focused. 


Considerable adjustment is anticipated in the role of field man - 


agement, once they have available to them the type of information supplied 
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TOTAL INTEGRATED MIS CONCEPT 
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by the MIS. It is anticipated that field management will operate in an 
autonomous environment and will be kept alert to conditions that demand 
their attention. 
AN EXAMINATION OF 
THE MIS CONCEPT 

The design of the Management Information System has been geared 
to assemble data of similar nature into a module and thereby focus the 
information processing efforts in the Post Office. This approach was taken 
to permit independent operation of a specific information module while at 


the same time retaining the flexibility of allowing changes to other mod- 


ules, and to permit the flow of data from module to module as required. 


The chart shown opposite illustrates the relative volume of 
information that may exist within five sections of a module. The il- 
lustration is intended to depict the fact that the amount of informa- 
tion requested on a demand basis (inquiry) should be considerably less 
than the amount of data produced in responsibility reporting. The modules 
within the proposed concept are arranged according to specific classifica- 
tions of information. Within each module there are five sections or capa- 
bilities; 

Ls Sub-system. These are routine applications or opera- 

tions intended to fulfil a minor reporting need or to 

facilitate the preparation, processing and production 

of basic information. A sub-system may be clerical in 

nature producing summarized information for input into 


the information module. 


ae Data Base. Data is collected and assembled in a logi- 
cal format that permits the retrieval of information 
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STRUCTURE OF THE INFORMATION MODULE 
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as required for scheduled and non-scheduled re- 
porting. Data can be manipulated within the 
data base to fulfil specific needs. 

3 Responsibility Reporting. Information retrieval 


from the data base should be consistent with the 
delegation of authority to management members. 


4. Monitoring by Exception. Quantitative information 


contained in the data base can be compared to sets 

of predetermined limits or standards. Deviation 

from these limits or standards will cause the auto- 

matic production of a report indicating the fluctu- 

ation and will therefore permit management to moni- 

tor or act on the specific situation. 

5. Inguiry. Information stored in the data base will 

be arranged to permit retrieval on a demand basis 

by authorized management personnel under specific 

circumstances, 

These five features have been provided within each of the infor- 
mation modules defined for the Post Office, in order to optimize the use 
of information assembled and at the same time permit the flow of data 
within the information network. 

The Integration of 
Information Modules 
See ee SO CEOUGL eS. 

Ultimately, it is envisaged that the System will be computer 
based and will make considerable use of data communication facilities. 
The information modules are designed so that they can be fully integrated 
to reduce duplication of effort, but more important, to provide the full- 
est type of reporting to management. It would be helpful to examine the 
flow of data within the MIS network. The chart opposite depicts an over- 
view of the data flow. Basic data will be gathered from a wide variety of 


sources. For example, economic trends, market information, mail volumes, 


environmental factors, personnel statistics and Similar data will be in- 
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puted into the system; once assembled under computer control, they will 
enable management to identify the ramifications or conditions that may 
be experienced upon the adoption of a recommendation, the emergence of a 
specific situation, or execution of a possible management decision. To 
permit the scope of information systems required for the Post OFrice. Le 
is necessary that computer facilities be provided which are adequate, and 
that effective use be made of data collection devices and data transmis- 
sion services. 
IMPLEMENTING THE 
MANAGEMENT INFORMATION SYSTEM 

The information system proposed for the Canada Post Office has 
immense scope and poses a significant challenge to the Post Office to ac- 
complish implementation over the next five to six years. The need is 
urgent and the approach to implementation must be practical and realistic. 
A feature of a modular design is that it permits effort to be focused on 
one or two modules until they are operational, once the overall informa- 
tion concept has been accepted. As each module becomes operational the 
information flow expands and permits increasingly sophisticated reporting 
to be available to management. Management's capability and capacity to 


utilize the information system will maximize over a period of time. 


The introduction of an integrated system does not lend itself to 
frequent change or modification to direction. It is vital that priorities 
be established at the outset, particularly the identification of informa- 
tion most urgently required. The Planning Board of the Post Office has 


selected the Financial Information Module as the one to be implemented 
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first. In selecting this module, the Planning Board concluded that the 
need for financial information was pressing and that the particular branch 
in the Post Office concerned with financial information was well equipped 


CONWEM siz Cm ete 


There is an urgent need to supply information in virtually all 
classifications. These can be implemented in a short term on a sub-system 
basis. An example would be the implementation of a productivity reporting 
system, which would eventually become a segment of the Operations Informa- 


tion Module. 


Organization for Implementation 


It is neither practical nor economical to implement all modules 
simultaneously. We recommend that each module or sub-system be approached 
on a project-oriented basis and that careful consideration be given to 
staffing each project. In the case of the Financial Information Module, 
the project leader must have a strong financial orientation and possess 
capabilities in project management. At the present time it is recognized 
that considerable effort will be required to upgrade existing data proces- 
sing facilities in the Post Office. It is important that this work be 


accomplished before any of the information modules are computerized. 


In the development of the final specifications of the Management 
Information System, users of the reports, namely management members, must 
become actively involved for the following reasons: 

ise Their Post Office experience must be merged with the 


creativity of the systems staff assigned to the pro- 
ject. 
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27 They must ensure that the information system does not 
become overly complex and further, that their staff 
become fully familiar on a progressive basis with the 
input, output, controls, use of reports and the pur- 
pose of the system. 


aa They must ensure that benefits from the information 
System are achievable, necessary and realistic. 


4. They must expedite the required decisions within 


their realm of responsibility to ensure implementa- 
tion plans are adhered to. 


Implementation Program 


A detailed work program os been developed calling for the 
Management Information System to be operational by 1975. The diagram 
Opposite shows the various activities that must take place concurrently 
to achieve this date and further emphasizes the need for established 


priorities and management commitment to the overall task at the outset. 


The permanent MIS organization required will be substantial and 
must include activities such as information control, project control and 
audit, and technical support in addition to the vital areas of system de- 
sign, computer programming, computer operations. It is our view that the 
overall implementation of MIS and monitoring of the performance on a regu- 
lar basis should be the responsibility of the Planning Board at the Post 
Office. In addition, we can see merit in having progress monitored in- 
dependently either by an outside agency such as the Treasury Board or if 


necessary by consultants. 


It is envisaged that by 1975 the annual operating cost of the 
MIS services area would be in the range of $2.3 to $2.9 million. This 


cost excludes keypunch staff and equipment. It approximately doubles the 
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present cost to the Post Office for this service, but would provide an 
information system capable of meeting the needs of Post Office management. 
To reiterate, lack of meaningful, accurate, timely management information 
has in the past greatly inhibited the effective performance of management. 
THE FUTURE OF MIS 
AT THE POST OFFICE 

It is anticipated that the Management Information System will 
become the nerve centre of the Post Office. After 1975 one can envisage 
the use of visual displays located at major service centres; these would 
indicate, on demand or automatically, critical conditions within the over- 
all postal system such as peaks, delays, manpower or transportation require- 
ments, and the like. Operational control centres would be established 
regionally and would permit greater control over the services offered 


within a region. 


Marketing information, particularly the effect of servicing on 
major users as: well as the general public, will be provided by the in- 
formation service and will enhance the image of the Post Office in the 


eyes of the user. 


The environmental forecast study indicated a changing role for 
the Post Office in the long term. An effective Management Information 
System will do much to ensure that this changing role is accommodated 
ris minimum upheaval and will permit the Post Office to optimize its 


service to the public. 
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Chapter 9 


AUTOMATION - AN OPPORTUNITY FOR COST 
REDUCTION AND IMPROVED SERVICE 


The Canada Post Office is labour intensive. We believe that 
tangible improvements to mail processing with associated reduction in 
operating costs are available to it. Major post offices in the world 
were contacted to determine the extent to which postal automation systems 
are being employed or considered; it was found that in most industrially 
advanced countries, considerable effort is being directed towards the in- 


troduction of automation. 


Two basic concepts are being employed. One utilizes optical 
character recognition (OCR) wherein the characters positioned on the face 
of an envelope can be recognized by a. reading device. The second concept, 
called marked mail, utilizes a code placed on the face of an envelope by 
a machine and subsequently, this coding can be recognized by a reading 
unit. The advantages and disadvantages of the two approaches have been 
reviewed and we have concluded that marked mail systems offer the best 
course of action for the Canada Post Office to follow in the next decade. 
Considerable promise does exist with the OCR principle; however, to date 
it is still being proved and we anticipate that it will not make its major 


contribution to the mail sortation activity until the 1980's. 


The Canada Post Office System is characterized by huge geographic 


areas, with volume processing being concentrated in a few major centres. 


There are 14 centres in Canada that Process in excess of 100,000 pieces 
of mail daily and it is at this level that automated equipment can begin 
to be considered. We have estimated that if automation equipment was 
introduced in the ten highest volume offices in Canada, savings could be 


achieved in the order of $6 to 8 million per year. 


The introduction of automation in a labour-intensive industry 
makes considerable sense from the standpoint of efficiency, cost reduc- 
tion, etc. but brings with it considerable resistance to change. Resist- 
ance to change is of course inherent in the human being but could be par- 
ticularly evident in those elements of the labour force that may be most 
directly affected by the introduction of automation. The introduction of 
automation on a large scale in the Canada Post Office has to be evaluated 
critically and the ramifications of such a change should be accommodated 
So as to provide minimum disruption to postal service and maximum benefit 


in the long term to employees. 


We have recommended that a project team be formed as soon as 
possible to study in depth the implications of introducing automation 
and to develop a Systems concept which will exploit its full potential. 
Automation, to be fully effective and to yield the type of benefits 
available from the standpoint of both improving productivity and satis- 
fying the needs of the employee, will require that adjustments be made 


throughout the postal complex. 
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Office. The difficulty is compounded due to delivery and dispatch sched- 
ules which present input and demand output peaks of mail; in this area, 
postal authorities can exert only limited control. An important quality 
of a mail processing system is its ability to match the complement of men 
and machines to the discontinuous nature of mail input and output flow 
demands. The sortation process is a highly logical one and therefore 
lends itself to machine processing. The introduction of automation equip- 
ment is primarily intended to minimize manual participation in the physi- 


cal transport and machine loading operation. 


The Sortation Process 

The sortation task can be broken down into three constituent 
functions, namely, read, reason and reach. These are often known as the 
"three R's" of sortation. Read and reason are functions normally associ- 
ated with the exercise of mental powers, while reach is of course physi- 
cal in nature. The read and reason operations require intelligence and 
thinking ability to perform and without human participation cannot be 
efficiently accomplished at this time. The reach function, which includes 
the delivery of mail to the householder, within a post office can be auto- 
mated readily, but in the pick-up and delivery area requires human parti- 
cipation. An evaluation of alternative concepts of postal automation must 
consider these three functions as they must be performed, whether by man 


or machine. 


The chart opposite indicates in a general way the role of man 
and machines in the sortation process within selected countries. It can 


be seen that in Canada the total process is basically manual whereas other 
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countries are using or are in the process of introducing machines to handle 


certain areas of the fundamental sortation stages. 


The United Kingdom has adopted the marked mail concept and is in 
the process of implementing this approach nationally. It has required the 
development of a six-character alpha-numeric code which provides the po- 
tential of sixteen million codes for the country. This represents a spe- 
cific code for approximately every four persons in the country. It is 
hoped that this coding structure, when ultimately operational, will permit 
mail to be sorted to postal walk. The coding structure is highly complex 
and has required considerable effort to design. The postal coding system 
is therefore being introduced on a progressive basis, but it is anticipated 
that 80 major cities will be coded by the end of 1971 and the total scheme 


may be completed by 1975. 


Each country considering automation has done so within the frame- 
work of its own requirements and has relied on the views of suppliers and 
its own experts. Naturally this has resulted in modifications to automated 
systems which are largely technical in nature or reflect the confidence 
that one country or the other has in a particular concept whether it is 
based on optical character recognition or marked mail or a combination of 
the two. It is the view of the study group from the Canada Post Office 
that marked mail offers the greater potential since it is a positive identi- 
fication and, at this stage, the machine processing activity is more reli- 
able than the OCR approach. The permanent project team recommended should 


be charged with the responsibility of critically evaluating automation and 
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SORTATION SYSTEMS — COST PER LETTER 


Wns us eee [ ‘ : - 


19.5% 
cost reduction 
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6.9% 
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Traditional MANUAL KEY CODE OCR combined with KEY CODE 
sortation sortation sortation 
1.44¢ 1.16¢ 1.06¢ 


Kates, Peat, Marwick & Co. | 


selecting a course of action that will yield the greatest benefits to the 
Post Office over the next ten years. 
ECONOMIC IMPLICATIONS 
OF POSTAL AUTOMATION 

The calculation of economic benefits due to automation is highly 
complex. The factors considered include reading rates, number of reading 
heads, average machine throughput, volume of mail, number of shifts worked, 
number of staff per shift, labour costs, machine costs, write-off of capi- 
tal cost and other elements making up the total cost picture. Calcula- 
tions carried out as a part of this study revealed that the cost of sort- 
ing an individual letter using optical character recognition coupled with 
key coding is 1.06 cents, the key coding (marked mail) sortation 1.16 cents 
and the traditional manual sortation which is now in effect at the Canada 
Post Office 1.44 cents. The chart opposite schematically portrays the 
results of these calculations and shows that the greatest savings available 
to the Post Office on a percentage basis would be to move from the manual 
sortation to the key code sortation approach. Currently, the key code 
sortation is more reliable and we believe represents the best course of 
action for the Canada Post Office to follow. As indicated earlier, the 
application of these cost figures to the current volumes processed by the 
Canada Post Office generates a potential annual saving in excess of $6 
million per year if automation is effectively introduced in ten of the 


major processing centres. 
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IMPACT ON PERSONNEL 


Postal automation will result in the reallocation of existing 
duties and in the opening of new opportunities. As emphasized elsewhere 
in the report, the co-operation and understanding of the unions in such 
endeavours by the Post Office are essential to optimizing the contribu- 
tion of the postal system to Canada and to upgrading the skills and capa- 
bilities of the employees. The introduction of automation will require 
intensive staff training programs to fulfil new skill requirements in- 
cluding keyboard operators for coding desks, electro-mechanic maintenance 
technicians and computer program maintenance staff. Most of these activi- 
ties can be taught to the employees. Activities demanding intensive com- 
puter or sortation equipment knowledge will undoubtedly have to be hired 


by the Post Office from outside. 


The goal of postal automation is service and cost efficiency. 
The introduction of mechanization into a single terminal normally requires 
in excess of two years, and the Post Office should by means of natural 
turnover be able to accommodate any imbalances in employment opportunity 


that may exist at the end of this period. 


Psychological Impact 


Since World War II sophisticated mechanized systems have been 
introduced into industry. This phenomenon is widespread and if companies 
have not been sufficiently progressive in this respect, they are often 
regarded by their staff as being old-fashioned. The Canada Post Office 


has not kept abreast of the automation surge and does not appear to offer 
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postal service workers the desired social status. While there is an ele- 
ment of job security fear in the attitudes of postal staff, there undoubt- 
edly rests a strong desire to see their organization move ahead with the 
times. Carefully pursued, the introduction of automation would increase 
employee identification with the purposes of the service and the overall 
psychological impact on the employees could prove to be a very real, tan- 
gible advantage. It is realistic to assume that workers in mail process- 
ing, rather than possessing specialized knowledge of the workings of a 
postal system, can acquire skills related to keyboard operation and machine 
servicing which are more marketable in industry at large. Thus, while the 
Post Office will become less staff dependent, at the same time the staff 
will become increasingly less employer dependent. This contributes to 
worker mobility and may well introduce a more satisfactory overall manage- 


ment/labour relationship. 


The Canada Post Office's 
Responsibility to the Country 


The introduction of automation to the Canada Post Office is vitally 
needed if total annual expenditures are to be better controlled and if postal 
service to the country is to consistently meet current needs. The Canada 
Post Office is rapidly approaching the point where totally manual systems 
will no longer be adequate. The change to automation should be undertaken 
with the objective in mind of equipping the Canada Post Office to fulfil 
its responsibilities to the country while at the same time upgrading the 
work content, morale and job satisfaction of postal employees. For the 


Canada Post Office, dollar savings, while significant, must be secondary 
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to its wishing to take its position alongside the other major postal sys- 


tems in the world. 
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APPROACH USED FOR FORECASTING 
EXPENDITURES AND REVENUES 


This Appendix deals with the approach used for: 


- forecasting mail volumes 

- forecasting expenditures 

- determining the extent of savings 
-~ forecasting revenues 

-~ determining subsidies 


- analyzing expenditure and revenue curves. 


FORECASTING MAIL VOLUMES 


Mail volume forecasts were established from short- and long- 
term forecasts prepared by the operations research and cost ascertainment 
personnel of the Post Office, with adjustments to these volumes as detailed 
in the report entitled "Environmental Forecast Study''. However, in that 
report, the change in the second class volume due to the recent rate in- 
crease was based on tentative estimates by the Post Office. Since then 
more accurate estimates based on volume counts have become available, and 
have been used here. The table opposite shows the forecasts used in this 


analysis. 


FORECASTING EXPENDITURES 


As most employees and facilities in the Post Office handle more 
than one class of mail, a breakdown of expenditures by class of mail is 


subject to the policy on which such a breakdown is based. Although this 


serves well for accounting purposes, it may be inadequate as a base for 
long-range forecasts of expenditure. For example, if cost allocations 
to a rapidly growing class of mail, e.g., third class, were too high, 


then cost forecasts would be inflated. 


For this reason a different cost breakdown was used. Expendi- 


tures as listed by cost ascertainment under: 


- administration 


- operations 


transportation 
- finance 


were broken down into the following functional expenditure categories: 


- administration, headquarters and district 
- administration, postal terminal level 

- mail processing and wickets 

- letter carriers 

- transportation 


- accommodation. 


The expenditures in each of these categories were determined 
from the cost ascertainment report. The figures for 1967/68 were used as 
the basis in the forecasts, which were subsequently adjusted to agree 


with the 1968/69 figures, when these became available. 


If the Post Office were constituted as a Crown corporation, it 
may be subject to taxes. The expenditure due to this has not been in- 


cluded in the forecasts. 


Each category was forecast separately. The method used for each 


is discussed below. 


Administration 


Headquarters and District 


The number of pieces of mail per annum per employee in this over- 
head category was determined for each year from 1962/63 to 1967/68. These 
figures, which are a measure of performance, showed an average decrease 
of 2.2 per cent per annum. It was assumed that this trend would continue 


during the forecast period. 


Expenditures were based on the 1967/68 figure, increased in pro- 
portion to total mail volume, reduction in performance and an annual in- 
crease in salary level of 6 per cent. The latter can be taken as repre- 
senting 3 per cent inflation and 3 per cent growth in real income. 

Administration 
Postal Terminal Level 

The forecast of this category was performed in the same way as 
described under "Administration, Headquarters and District". In this 
case no reduction in performance was observed or taken into account, Lt 
being assumed that this overhead would remain at its present relative 
level. 


Mail Processing 
and Wickets 


The costs of mail processing and wickets were combined since 
the same personnel work in both areas, making a true allocation of cost 


impractical and probably misleading. 
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Forecasts of this expenditure were also based on the approach 
described under "Administration, Headquarters and District". The employ- 
ment in the revenue offices was included in this category. This assumes 
that postmasters in these small offices spend the major part of their time 


on mail processing and wicket services, rather than administration. 


The number of pieces of mail per employee per annum, based on 
the employment which includes that in revenue offices, shows an average 


increase of .5 per cent per annum. 


Letter Carriers 
It was assumed that the number of points-of-call, rather than 
mail volume, determines the cost of letter carrier delivery. The growth 
of the number of points-of-call depends on the population increase in com- 
munities which today have letter carrier delivery, and on the total popu- 


lation in those communities which will receive this service in the future. 


Exact population figures for these communities are not avail- 
able, but from figures of urbanization obtained for the environmental 
forecast study, it can be deduced that most of the population increase 
occurs in communities large enough for letter carrier delivery. The in- 
crease in letter carriers over the past six years has been one for every 
710 population increase. Adjusted for five-day delivery the figure is 


850. 


Increases in the mail volume per capita are assumed to be com- 


pensated by a larger proportion of apartment dwellings. 
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The number of letter carriers was forecast using the ratio of 
one letter carrier for every 850 of population increase. Population fore- 
casts developed by the Economic Council of Canada were used in the fore- 


cast. 


Costs were forecast in proportion to the number of carriers, 
using 1967/68 as a base. An annual increase in labour costs of 6 per cent 


was then applied to these forecasts. 


At times the Post Office may grant salary increases in excess 
of the 6 per cent per annum used in this analysis. Such increases must, 


however, be dizeactly tied to productivity, which would leave expenditures 


unaltered. 


Transportation 


Transportation costs are more subject to uneven growth from year 
to year than other costs incurred by the Post Office. The main cause of 
this is that transportation services are often contracted out for more 
than one year. Trend projection therefore requires a cost history over 
a long period. Changes in transportation modes used by the Post Office, 


however, make this unreliable. 


No information which would assist in forecasting transportation 
costs was available. In light of the above, a theoretical approach was 


chosen. Transportation costs were divided into: 


- intercity 


A-6 


- intracity 


- rural. 


In each case, the costs are made up of two parts: 


- labour portion 


- non-labour portion. 


The labour portion is the direct labour cost and labour-related 
fringe benefits. The labour portipn per piece of mail will change in pro- 


portion to: 


- inflation 
- growth in real income 


- labour efficiency change. 


The non-labour portion is mainly equipment cost. This cost per 


piece of mail will change in proportion to: 


- inflation 


- equipment efficiency change. 


No information on most of the above factors nor on the break- 
down into labour and non-labour portions was available. One of the rea- 
sons for this is the heterogeneous nature of the modes of transportation 


and contracting companies. 


In the forecast the following values were assumed; 


Labour Inflation Real Income Efficiency Increase 
Portion Per Cent Per Cent Per Cent Per Annum 
Per Cent Per Annum Per Annum Lab our Non -Labour 


Intercity 


intracity 


Rural 


All mail was assumed to be transported on intercity routes 
except 40 per cent of all first and third class mail, which represents 
that portion of the mail with a destination in the same city of its ori- 
gin. The average of this for first class mail has been 35 per cent in 


the past. 


In 1970 about 25 per cent of the population is expected to live 
in centres of less than 1,000 population. It can therefore be assumed that 
about six million people are served by rural transportation. This figure 
will remain at that level, as all growth will take place in larger cen- 
tres. Based on the average pieces of mail per capita, the rural mail 


volume was determined. 


All mail which was not rural, was considered to use intracity 


transportation. 


With these mail volumes, the 1967/68 cost per Piece was calcu- 


lated, which was then forecast as described above. These forecasts mul- 
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tiplied by the respective forecasts of mail volume produced the trans- 


portation cost forecasts. The graph opposite shows the results. 


The forecast for the intracity transportation cost is the most 
uncertain, owing to the large number of unknown factors which bear heavi- 
ly on these costs, such as the extent and density of urban sprawl, the 
future number and location of postal terminals within metropolitan areas, 
and the congestion of the transportation systems. Therefore, this por- 


tion of the transportation cost should be treated with caution. 


Accommodation 
Over the past few years, on the average 508 pieces of mail were 
handled per square foot of total accommodation. This relationship was 
assumed to hold until 1995. From this the floor space requirements were 


determined. 


In April of 1969 the Department of Public Works estimated market 
rental rates for the accommodation occupied by the Post Office for the 
years 1968/69 to 1971/72 and beyond. The rates include the interest on 
the capital employed. These forecasts of the rates increase at 4 per 


cent per annum. 


In the forecast, costs per square foot have been increased at 


this rate up to 1995, 


With forecasts of the total space requirement and the cost per 


square foot, the total cost for accommodation was calculated. 


DETERMINING THE 
EXTENT OF SAVINGS 

All forecasts of expenditures as described in the preceding 
pages were based on the assumption that the Post Office will continue to 
operate in the same way as it has done during the past five to ten years. 
No changes in organization, mail handling and transportation procedures 
were considered. The Post Office cannot, nor should it be construed that 
we believe the Post Office would continue to operate without changes up 
to 1995. This mode of operation was used only as a basis of forecasting. 
This projection forms a norm from which changes due to other operating 


procedures can be measured. 


Anticipated reductions in expenditures from changes in the pro- 
cedures have been indicated in studies which were a result of the "Pri- 
orities for Action" report. Forecasts of total expenditures which include 


these savings have been prepared. These forecasts include savings from: 


- organization study 
- productivity study 


- transportation study. 


The area of mail sortation has a potential for great savings. 


However, it is difficult to quantify these. No Savings from this area 


have been included in the forecast. 


Furthermore, no savings from the personnel and the facilities 


design studies have been included as none were quantified. 


Savings from 


Organization Study 


No specific savings can be calculated from the proposed new 
organization structure. It is, however, believed that the performance 
of the administration in Headquarters, districts and the new regions will 
not decrease. Therefore, as a result of the organization study, the 2.2 
per cent annual decrease in performance has been removed from the fore- 


cast of the administration costs for Headquarters and districts. 


Savings from 


Productivity Study 


The report of the productivity study anticipates an "initial 
and short-run improvement of at least five per cent" in the activities 
of mail sortation and processing. No estimate of the benefits which 
will derive from a continued and steady long-run growth in productivity 


was available. 


Cost reductions from the initial improvements only were included 
in the forecasts of this study. These were calculated as 5 per cent of 


the forecast costs of mail processing and wicket services. 


Savings from 
Transportation Study 


The savings in transportation costs were based on the report of 
the transportation study. It was assumed that the savings given in that 
study were based on 1969/70 conditions. These savings can, however, be 
realized only at the expense of service. Therefore, the savings have 


been reduced to a level where it igs believed that service can be main- 
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FORECAST EXPENDITURES 
WITH AND WITHOUT SAVINGS 


EXPENDITURES EXPENDITURES 
WITH NO CHANGE WITH ALL SAVINGS 
IN OPERATIONS INCLUDED IN THIS ANALYSIS 


(IN MILLIONS OF DOLLARS TO NEAREST $10 MILLION) 


1975/76 810 780 
1980/81 E20 1¥230 
1985/86 1,780 1,650 
1990/91 2,530 R20 


1995/96 3,680 6,300 
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tained at least at the present standard. The following savings were 


included: 


Intercity: Air transportation savings $2.50 million 
Phasing out of Railway 

Post Offices 81435) million 

For a total of about $3.8 ° million 

Savings allowed in analysis $2.5 million 


Intracity: Street letter box clearing $1.5 million 
Letter carrier conveyance $ .4 million 
For a total of about $1.9 million 
Savings allowed in analysis $1.0 million 


No savings 


Saving from Automation 


A conservative estimate of the potential savings that would be 
available in 1970/71 if automation facilities were in existence at that 
time was used as the base for forecasting savings from automation up to 


19956 


The 1970/71 estimate shows a saving of 20 per cent of the mail 
processing cost of letter-sized first and addressed third class mail if 


50 per cent of this mail is handled by automatic equipment. 


This estimate was based on the current state of the development 
of automation equipment. With improvement in the equipment, the per cent 
saving will increase. It was assumed that the percentage would gradually 


increase to 30 per cent in 1995. 


Due to increasing urbanization, which will result in more mail 
being handled in large terminals, the proportion of mail handled by auto- 
matic equipment will increase. It was assumed that the proportion would 


gradually increase from 50 per cent to 60 per cent in 1990. 


Only savings from culling, facing, cancelling and sorting of 
letter-sized mail were forecast. No estimates of the savings from other 
automation, such as parcel sorting, are included. To allow for the im- 
plementation of automation only 60 per cent of the potential savings in 


1975/76 were assumed. 


Impact of Savings 
The table opposite shows the total expenditures with and with- 


out savings. 


The total savings of $380 million in 1995/96 approximate 10 
per cent of the total expenditures forecast for that year. Therefore, 
these savings, though very important, contribute little towards any 
stabilization of postal rates. Increases in postal rates seem to be the 
main tool the Post Office has to maintain its operations near the break- 


even point. 


It should be pointed out, however, that the savings included in 
this analysis are only those whose nature and magnitude are known today. 
Savings may result from the mail sortation and personnel studies but have 
not been included. Their nature is known but their magnitude cannot be 


determined at present. Beyond that there may be large unexplored areas 


of savings. No major innovation in the methods of postal operations has 
occurred during the past 25 years but this by no means implies that during 
the next 25 years none will occur. The impact of all these yet unknown 
savings could be significant. Any estimates, however, would be completely 


speculative. 
FORECASTING REVENUES 


Revenues were forecast by category of mail, using mail volume 
forecasts and the revenue per piece as established by cost ascertainment 


for classes or sub-classes of mail. 


It was assumed that the proportion of sub-classes of mail within 
a class will be at the level forecast by cost ascertainment for 1974/75 
throughout the forecast period. For example, domestic first class letters 
of less than one ounce were assumed to make up 89 per cent of total first 
class mail from 1970 to 1995. Post Office forecasts up to 1974/75 show 


little change in these proportions. 


The figures for revenue per piece provided by the Post Office 


are for the present postal rates. 


There are an infinite number of possible alternative rate struc- 
tures. Alternative rate structures for this analysis, however, were based 
on the present one, with rates for different classes kept in the same pro- 
portion to each other. This approach makes it easy to grasp the signifi- 
cance of the different rate structures. For example, in a rate structure 
which includes an eight cent first class letter, all rates are about 33 


per cent higher than at present. This method implies either that the 
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relationship of rates between classes is equitable in the present rate 
structure or that any present inequities would be carried through to 


the end of the forecast period. 


Alternative rate structures are designated by the rate for first 
class domestic letters weighing less than one ounce: e.g. 7¢, 12¢, 20c, 
etc. Rates for all classes and sub-classes are increased in direct pro- 


portion. 


Rate increases in the future will not necessarily follow this 
pattern. These rate structures do, howevet, give an indication of the 
general level of postal rates that would be needed to produce the indi- 


cated revenue. 


It was assumed that rate increases would be introduced in small 


enough steps that their effect on mail volume would not be substantial. 


The revenue received from money orders, which in itself is not 
significant, was treated differently. It was assumed that revenues would 
be in proportion to the face value of money orders. It was considered 
unrealistic to charge 63 cents for a $1.00 money order under a 25 cent 
rate structure, This rate structure only becomes a feasibility in LOSE. 
when, owing to inflation, one dollar money orders will not be in use. 
Therefore, increase in revenue from money orders was taken to be entirely 


due to inflation. 


The history of the past nine years has shown a constant volume 


of money orders with their average face value increasing at approximately 


FORECAST REVENUES WITHOUT SUBSIDIES 


YEAR 


1975/76 1980/81 1985/86 1990/91 1995/96 
(IN MILLIONS OF DOLLARS) 


630 690 750 
740 810 870 
840 990 
940 Lie 
1,040 15230 


1,250 1,470 


1,560 1,840 


1,870 2,200 
2, £00 2,450 
25280 2,680 


2,600 3,060 
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the rate of inflation. This trend was assumed to continue to 1995 at an 


average annual rate of inflation of 3 per cent. 


Revenue from what is classed as "other services'' by the Post 
Office was determined as a percentage of total revenue. This percent- 
age has increased over the past four years from 1.9 to 2.6 per cent. 
Post Office forecasts of revenue up to 1974/75 show an average of 2.1 
per cent. A value of 2.5 per cent was used in the forecasts in this 


analysis. Other services include; 


collection of Government annuities 


t 


- sales of unemployment insurance stamps 
- migratory bird permits 

- philatelic services 

- lock box rentals 


- foreign transit and miscellaneous. 


The table opposite shows the total revenues forecast for dif- 


ferent rate structures. 


DETERMINING SUBSIDIES 


The Post Office provides some services which are highly uneco- 
nomical but in the interest of the country as a whole. We have examined 
the effect on the revenue if the Government were to subsidize these ser- 
vices to the amount of the difference between their cost and the revenue 


received from them. The services examined were: 


- second class mail 


- mail service to the northern regions. 
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Second Class Mail 
The distribution of news has always been considered by the 

Canadian Government as being in the interest of the country. For this 
reason, rates for second class mail have been far below the cost incur- 
red for handling it. Funds covering this deficit have been included in 
total appropriations. It is suggested here that the Government should 
subsidize second class mail directly, as the diarantuaeian of news is the 
responsibility of the Government and not of the Post Office. The Post 


Office is only a vehicle of dissemination. 


Estimates of this subsidy have been prepared. These subsidies 


are the estimated differences between cost and revenue. 


Costs were based on the forecasts of the different cost-cate- 


gories: 


- administration, headquarters and district 
- administration, postal terminal level 

- mail processing and wickets 

- letter carriers 

- transportation 


- accommodation. 


The proportions of these costs which are due to second class 
mail were taken from the 1967/68 cost ascertainment report and adjusted 
for each year for the respective ratio of pieces of second class mail to 


total mail volume. 


The table below shows the estimate of the second class mail sub- 


sidies that would be required in particular years. 


Subsid million 


1975-76 


1980-81 


1985-86 


1991-92 


1995-96 


The figures are based on the assumption that: 


- second class mail rates maintain the same 
relationship to other mail rates as they 
did in 1969 
- postal rates are adjusted periodically in 
line with increases in expenditure. 
Without this subsidy, postal rates for either second class or 


all mail would have to be set at a level which would generate sufficient 


revenue to cover the cost of the service that is provided. 


Mail Service to 


the Northern Regions 


The provision of mail service to sparsely populated areas is 
more costly per capita than it is to densely populated areas. A commer- 
cial operation would not choose to provide a service of this kind to the 


northern regions of Canada. 
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It is, however, in the interest of the country as a whole that 
the northern regions be developed and the provision of a mail service is 
one of the prerequisites of civilized settlements. The Government may 


therefore wish to subsidize the mail service into these areas. 


First, the area in which mail service should be subsidized 
must be defined. The map opposite shows the population densities of 
Canada based on the 1961 census. The heavy line shown was drawn from 


the; 


- B.C. - Alaska border along 57° North to 115° West 


- 115° West " 55° North to 100° West 
- 100° West '68.52° North to 95° West 
- 95° West " 51° North to 85° West 
- 85° West tw 5O” North to Atlantic 


The population density south of this line is nearly 20 persons 
per square mile, as compared to the overall density of 5.1 per square 


mile. 


A density of 20 persons per square mile is low compared to the 
population density of other countries with developed postal services; 


for example: 


USS .S Ri 25 
Norway 27 
Sweden 43 
UES Ae 60 
UEK. 560 


Netherlands 815 
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Only one country with a developed postal service has a density 
less than Canada's 5.1, and that is Australia with 3.5 persons per square 


mile. 


Mail service to points north of the line might be subsidized. 


Costs of providing mail service to points north of the line 


were determined. These are; 


- transportation (1969/70) $4.6 million 


- salaries (1967/68) $ .9 million 


The revenue received from the 400 postal stations north of the 


line was about $1.9 million in 1967/68. 


It was assumed that points north of the line develop at the 
same rate as Canada as a whole, so that costs and revenues could be taken 


as the same percentage of the total revenue and expenditure forecasts. 


The subsidy is the difference between the cost and revenue. 


The table below shows the forecast subsidies for various years: 


Subsid $ million 


1975-76 


1980-81 


1985-86 


1990-91 


1995-96 


FORECAST EXPENDITURES BY FUNCTIONAL ACTIVITY 


IN BILLIONS 
OF DOLLARS 


1.6 


MAIL PROCESSING 


& WICKETS 
1.2 
1.0 
LETTER CARRIERS 
0.8 | 
0.6 
TRANSPORTATION 
0.4 
ADMINISTRATION, 
© FIELD 
ADMINISTRATION 
0.2 - 0 H.Q.&@DIST. ’ 


” ACCOMMODATION 


I970/7 | 1975/76 I980/8) 1985/86 I990/9| 1995/96 
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Without subsidy, postal rates would have to be set at a level 
which would generate sufficient revenue to cover the cost of facilities 


that are provided. 


Letter Carrier Delivery 
The graph opposite shows the forecasts of the expenditures in 


the six functional categories. All savings have been deducted. The 
graph clearly shows that the expenditure for letter carriers is expected 
to increase at a much faster rate than that of any other category. [It 
made up 19 per cent of total expenditures in 1967/68, and will grow to 


25 per cent in 1995/96. 


This rapid growth in the expenditures for letter carrier de- 
livery is due to the rapid urbanization of Canada. Letter carrier delivery 
is more costly per household than either rural route delivery or lock 


boxes. 


This area therefore warrants examination for either a reduction 
in service or a rationale for rate increases or subsidies from the Fed- 


eral Government. 


A rationale could be that if the letter carrier cost were to 
remain at the present 19 per cent of total expenditure, the cost in 


1995/96 would be $650 million, instead of $930 million. This means that 


the Post Office would have a claim on $280 million in 1995/9. 
THE EXPENDITURE/REVENUE OUTLOOK 


Graph I overleaf shows the revenues that can be expected for 
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IN BILLIONS OF DOLLARS 


GRAPH | - FORECAST REVENUES AND EXPENDITURES 


(Revenues from sales alone) 
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do 


the years 1970/71 to 1995/96 for rate structures with a 6 cent to a 25 
cent first class domestic letter less than one ounce. The revenues shown 
on this graph are from sales alone, i.e., they do not include the subsi- 


dies discussed earlier. 


Plotted on the same graph are the forecast expenditures. Two 
curves are shown. One shows the expenditure without any changes in the 
present mode of operation and the other shows the expenditures after all 


the savings which were quantified in this analysis have been deducted. 


It must be recognized that this graph shows only the trend of 
expenditures and revenues. Due to the nature of long-term forecasting, 
significant variations between actual and forecast figures are inevitable. 


Short-term forecasts must therefore be developed separately. 


The Post Office has a good chance to be operating near the 
break-even point in a given year with the rate structure which intersects 
the applicable expenditure curve at that year. For example, in the year 
1985, with all savings in effect, the Post Office has a good chance of 


breaking even with a rate structure with a 15 cent first class letter. 


To ensure a surplus, or a return on the capital invested, the 


rate may have to be higher, say, 16 cents. 


In practice, the accuracy of forecasts usually falls within 
some per cent of the total. For example, the accuracy of a forecast may 
be plus or minus 10 per cent. This means that a $300 million error at a 


forecast of $3 billion represents the same accuracy as an error of $100 
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GRAPH II- FORECAST REVENUES AND EXPENDITURES 


(Revenues from sales alone) 
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REVENUE AT DIFFERENT RATE STRUCTURES 


IN BILLIONS OF DOLLARS (ON LOG. SCALE) 
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million at a forecast of $1 billion. These errors, though different in 
magnitude, therefore represent the same accuracy. They also represent 

the same percentage of the revenue, if the Post Office is operating near 
the break-even point. This means that they have the same chance of be- 


ing compensated for by errors in the revenue forecast. 


It would be useful to have a graph which shows equivalent vari- 
ations from forecasts as the same deviation at all levels of the fore- 
cast. The curves on Graph I opposite Page A-21 do not have this property. 
Equivalent degrees of accuracy form diverging lines about the forecast 


as the absolute value of the forecast increases. 


Graph II opposite shows the same curves as in Graph I plotted 
on semi-logarithmic graph paper. This configuration now has the desir- 
able property that equivalent degrees of accuracy form lines parallel to 
the forecast. This means that a variation of, say, 1/8 inch above the 
forecast curve represents the same degree of accuracy at any point on 


the curve. 


It also means that an allowance for surplus in terms of a given 
percentage of sales will show as the same absolute distance, say 1/4 inch, 


on the curve. 


The curves of Graph II are therefore of better service in esti- 
mating possible future rate increases and in showing the inter-relation- 
ship of revenue and expenditure. They do not, however, show the increase 


in the forecast expenditures as dramatically as Graph I does. 
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Graph III opposite shows the revenues with the subsidies in- 
cluded. The total effect of these subsidies on the performance is rela- 
tively small. As there is no single action that can significantly reduce 
the deficit of the Post Office, any potential increase in the revenue 


must be pursued. 


All preceding forecasts and graphs have been based on a rate of 
inflation of 3 per cent per annum. The forecast expenditures are, how- 
ever, highly sensitive to this. Graph IV overleaf has been drawn to show 
this effect. The total expenditures with all savings are shown for no 
inflation, and rates of inflation of 1 per cent, 2 per cent, 3 per cent 
(as before) and 4 per cent. All forecasts retained the 3 per cent per 
annum growth in real income assumed in the forecasts for labour costs. 
This graph demonstrates well how the forecasts are affected by the rate 


of inflation, particularly towards the end of the forecast period. 
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GRAPH IV — FORECAST REVENUES AND EXPENDITURES 
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A BLUEPRINT FOR CHANGE 
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SUMMARY BALANCE SHEET 
OF THE POST OFFICE DEPARTMENT 


ASSETS 


Cash in hand of Postmasters and in transit 


Post Office Accounts in Consolidated 
Revenue Fund 


Securities on Deposit 
Inventory of Material and Fittings 
Accounts Receivable 


Suspense Accounts 


LIABILITIES 


Post Office Savings, Bank Depositors 
Post Office Accounts in Consolidated Fund 
Outstanding Postal Money Orders 


Contractors Security and Postage Guarantee 
Deposits 


Philatelic Trust Account 
Accounts Payable 


Suspense Accounts 


Postmaster General - Annual Report 


as at March 31,1969 


Sh.1d,7165583 


44,478,269 
56,350 
644 ,955 


85569 


443,718 


$ 64,425,444 


$77, 90.1, 307 
£95325),.949 
34,938,601 


300,120 


136,990 
1,811,469 


351,408 


$ 64,425,444 


Kates, Peat, Marwick & Co. 
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ESTABLISHING THE CAPITAL REQUIREMENTS 


To establish the capital requirements of the Post Office as a 
Crown corporation, many factors will have to be taken into consideration. 
A basic consideration is the situation reflected in the summary Balance 
Sheet of the Post Office Department as at March 31, 1969, illustrated 
Opposite. In accordance with the standard department Government prac- 
tice, the Balance Sheet does not incorporate a number of important finan- 
clal factors, inclndtne: 

- land and buildings (property owned by the 

Department of Public Works) 

- postal machines and equipment 

- office furniture and machines 

- inventory of supplies, printing and stationery 

- government equity in Post Office operations 


- pensions. 


These financial requirements must be properly established in 


order to determine the required financial structure. 


LAND AND BUILDINGS 


At present, all land and buildings occupied by the Post Office, 
in whole or in part, are managed by the Department of Public Works. Re- 
sponsibility for the provision of accommodation to Government departments 
is delegated to the Department of Public Works. Funds for capital pro- 


jects are included in the estimates of the Department of Public Works. 
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The Post Office is in effect a tenant of the Department of 
Public Works and currently, accommodation costs are recorded only as 


memorandum figures for annual reporting purposes. 


Accommodation for the Post Office can be a major capital item, 
essential to its operation. As at September 1968, the Post Office occu- 


pied space in 1,834 Government-owned buildings as follows: 


SPACE OCCUPIED BY THE POST OFFICE* 
Estimated 
Square Replacement Total Estimated 
Feet Value per Sq. Ft. Replacement Value 
1,048,534 $ 33,028,820 
ZROD97, 563 OvZ le 0 


2 S61438.3 h2,392 990 


1,861,789 47,103,262 


8,430,274 $219, 786 , 842 


In addition, the Post Office occupies leased private property 


amounting to about 1,450,000 square feet. 


Future accommodation requirements** have been estimated as 


follows: 


eS a 


* Data contained in memorandum prepared 6/11/68 by Mr. J.A. MacDonald 
- Post Office Department. 

** Memorandum and charts prepared 16/4/68 by Mr. R.B. Whiting - Depart - 
ment of Public Works. 
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9,886,100 sq.ft. 
10,072,900 
10,259, 700 


10,466,500 


10,633,300 


10,820,100 
11,006,900 


LL i 93,100 


Depending on Government policy, various alternative approaches 


to accommodation will be available to the Post Office as a Crown corpora~ 


ELON 


They are: 
Continue lease arrangements with the Department of 
Public Works. 


Take over land and buildings from the Department of 
Public Works. 


Combination of 1 and 2 above. 
Obtain premises from private sources on a buy or 


lease basis. 


A major factor in any take-over of land and buildings is the 


problem of arriving at their proper valuation. Present property inven- 


tory records are not complete and data cannot be readily extracted. 


considerable time and effort may be required to arrive at a proper valu- 


ation. 


Thus, 
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Another complicating factor is that in over 50 per cent of the 
buildings occupied by the Post Office, it is not the sole occupant. If 
the Post Office were to take over such properties, it would have to be 
prepared to manage them on a commercial basis or sub-contract the property 
management. Also, some of the buildings may not be suitable for postal 
operations, and the Post Office may not wish in all instances to take 


over or retain such buildings. 


No definitive decision has been made regarding the take-over 
of land and buildings by the Post Office. The figure arrived at for land 
and buildings is, therefore, only a very broad estimate. The criterion 
used of 85 per cent occupancy is an arbitrary allocation. Prior to the 
formation of the Crown corporation, a study of land and building require- 
ments will be essential to establish what land and building facilities 


should be taken over by the Post Office. 


As at September 1968, the estimated replacement value of build- 
ings occupied, in excess of 85 per cent, was $100 million. If we assume 
that such buildings are on the average at least 50 per cent depreciated, 


then the book value is estimated at $50 million. 


Property management is presently under study by the Government 
and policy regarding property utilized by various departments and/or 


Crown corporations has not been formulated yet. 


Subject to the Government policy developed, an approach to land 


and buildings for the Post Office could be as follows: 
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1. Continue present arrangements with the Department of 
Public Works for all leased land and buildings. 


2 Take over Crown-owned buildings occupied 85 per cent 
or more by the Post Office at a mutually agreed value. 


us Subsequent to the establishment of the Post Office 
as a Crown corporation and with adequate property 
management capability, the provision of the required 
postal facilities could be approached in one of the 
following ways: 


- leasing premises from the Department of 
Public Works 


- owning its facilities and buildings with 
or without the services of the Department 
of Public Works 


- leasing premises directly from private sources 


- combination of private and Government facilities. 


POSTAL AND OFFICE FURNITURE, 
EQUIPMENT AND MACHINES 

In accordance with Post Office practice, equipment purchases 
are charged off against current income directly in the costs of opera- 
tions. A summary of the estimated replacement value* of such equipment 
as at March 31, 1968 is shown in the table below. 


Standard Equipment (cases, tables, trucks, scales, $19,663,560 


stamp vending and cancelling machines) 


Plant Machines and Equipment (tractors, mechanical 1,879,603 
trucks, stackers, conveyors, intercom, meters) 


Workshop Machines and Tools 458,660 


Office Furniture and Safes 6,228,265 


Office Machines 1,456,922 
$29,687,010 


* Data obtained from memorandum dated November 1, 1968 - Mr. J.A. 
MacDonald - Post Office Department. 
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The majority of the items constituting the above inventory are 
valued at a replacement cost below $1,000. Under normal industrial ac- 
counting practices, a minimum value per item would be placed on such 
equipment to act as a guideline on whether the item should be capitalized 


or charged to operations. 


A revaluation of the above inventory on the basis of a minimum 
capitalization value of $1,000 substantially alters the inventory total 


as follows: 


Standard Equipment S$ 186,400 
Plant Machines and Equipment P,687,625 
Workshop Machine and Tools 


Office Furniture and Safes 2e1 955056 


Office Machines 103,190 
$4,772,873 


We recommend that the Post Office establish capitalization guide- 
lines and revalue the present inventory of capital assets at the time of 
incorporation. 

SUPPLIES, PRINTING 
AND STATIONERY 


As at March 31, 1968, the inventory of supplies, printing and 


Stationery, valued at cost, amounted to $1,403,369. 
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ESTIMATED SUMMARY BALANCE SHEET 
OF THE POST OFFICE DEPARTMENT 
as at March 31, 1971 


(IN THOUSANDS OF DOLLARS ) 


ASSETS 
Cash on hand and in transit 28 , 000 
Post Office Accounts in Consolidated Fund 44,185 
ea LOD 
Securities Deposits 300 
Inventory - materials 710 
Accounts Receivable 


Suspense Accounts 


LIABILITIES 
Post Office Savings Bank Deposits 
Post Office Accounts in Consolidated Funds 
Outstanding Money Orders 
Contractors and Postage Guarantees 
Philatelic Trust Account 
Accounts Payable 


Suspense Accounts 


Kates, Peat, Marwick & Co. 


CAPITAL REQUIREMENTS 


Assuming that the target date for incorporation can be no earlier 
than April 1, 1971, we illustrate opposite the estimated Balance Sheet as 


at March 31, 1971, on the same basis as at present. 


To establish the initial capital requirements, this estimated 
Balance Sheet will have to be adjusted by incorporating the assets not 


recorded by the Post Office, namely: 


- inventory of supplies 
- furniture, equipment and machines 


- land and buildings. 


Assuming that the value of assets (excluding land and build- 
ings) inventoried as at March 31, 1968 represents a base asset value, we 
have projected the value on the same approximate basis as the increase in 
expenditures, to provide asset values as at March 31, 1971. We have also 
assumed that only assets of value in excess of $1,000 have been capital- 
ized. On this basis as at March 31, 1971 the value of assets would be 


as follows: 


Inventory of Supplies $2,130,000 


Furniture, Equipment and Machines T2000 


$9,385,000 
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PATTERN OF EXPENDITURE AND REVENUE FLOW 


REVENUE 


April 

May 

June 
July 
August 
September 
October 
November 
December 


January 


February 


March 


TOTAL 


EXPENDITURE 


Kates, Peat, Marwick & Co. 


Working Capital 
Requirements 


Adequate working capital must be provided to meet daily expendi- 
tures. With postal services being presently paid for in advance, it would 
appear that minimum working capital levels will be required. This will 
only be true if we assume that the recommended operating procedures will 
include flexibility of rate setting and hence, the projected operating 


results which incorporate rate increases, as previously illustrated, 


will be achieved. 


Shown opposite is the monthly cash flow pattern of revenue and 
expenditures, expressed as percentages, averaged over the five-year 
period ended March 31, 1969. With the exception of the pattern at the 
end of the year, cash flow is relatively even with no major seasonal 


fluctuations. 


The application of this cash flow pattern to the revenues and 
expenditures (amended for a base rate of 8 cents, excluding savings and 
subsidies) for the year commencing April 1, 1971, the date assumed for 
incorporation, indicates a working capital requirement of about $25 


million. 


Cash Float 
The, Post Office has "in trust" funds and in addition, is the 
collection agency for certain other agencies of Government. Monies col - 
lected include Money Orders, Unemployment Insurance Stamp purchases and 


Post Office Saving Bank deposits. Regarding the purchase of Unemployment 


Insurance Stamps, it is assumed that the "Bulk Plan System" will, for all 
practical purposes, eliminate major Post Office involvement in the Unem- 
ployment Insurance Corporation operations. Accordingly, we estimate that 


the funds held in trust as at March 31, 1971 will be: 


Post Office Savings Bank $ 4,500,000 


Outstanding Money Orders 37,500 , 000 


$42,000, 000 


If we assume that, as a minimum requirement, at least a 10 per 
cent ($4,200,000) reserve against these funds is held in trust, use of 
the balance of $37,800,000 could be considered for operating purposes. 
Initially, until the Post Office is a viable operation, such trust 
monies should be held in the accounts on a funded basis and should not 


be used as working capital. 


Capital Expenditure 


Requirements 


In addition to meeting the operating financial requirements, 
consideration must be given to the financing of required capital expendi- 
ture programs. These will involve: 

th Normal replacement of, and additional requirements 
for, postal and office furniture, equipment and 


machines. 


ae Dependent upon Government policy, possible invest- 
ment in land and buildings. 
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1970-71 


Ll 72 


1972-73 


1973-74 


1974-75 


FORECASTS OF POSSIBLE CAPITAL 
EXPENDITURE REQUIREMENTS 


POSTAL & OFFICE 
FURNITURE EQUIPMENT 
AND MACHINES AUTOMATION TOTAL 


(IN THOUSANDS OF DOLLARS) 


945 5,700 
725 20, 280 
790 22,030 
876 14,750 


11, 040 


73, 800 


Kates, Peat, Marwick & Co. 
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2 Major capital expenditures to effect improved opera- 

tions through automation. 

Estimates of possible capital expenditure programs resulting 
from the recent consultants' studies, excluding land and buildings are 
scheduled opposite. Thus, on the basis of these figures (which do not 
include potential capital expenditures that may arise, but have not been 
identified at this time) during the five-year period ending 1975, esti- 
mated capital funds amounting to a minimum of $78 million will be required. 
Therefore, a fund of at least $100 million appears necessary in addition 
to the normal capital expenditures amounting to an estimated $22 million 


for the five-year period ending 1976. 


Normally, a corporation in the private sector would finance 
its capital requirements on the open market. On the basis of past finan- 
cial performance, however, the Post Office as a corporate entity would 
initially have difficulty raising adequate capital at competitive costs. 
Therefore, to meet future capital expenditure needs, the Crown corpora- 
tion would require authority to borrow funds from the Government of 
Canada when necessary, with such funds being secured by the assets of 


the Post Office. 
CAPITAL STRUCTURE 


In developing a capital structure for the Post Office as a 


Crown corporation, the following aspects must be taken into account; 
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- consideration of the equity in existence prior 
to incorporation in the form of inventories, 
postal and office equipment and, dependent upon 
Government policy, land and building 


~- provisions of sufficient funds to meet operating 
requirements 


- provision of funds to undertake capital expendi- 
ture and improvement programs subsequent to in- 
corporation 

- financing for the transition period, the amount 
of which is dependent on the speed of action 
taken by the Government to allow for improve- 
ments in the financial operations of the Post 
OLEice., 

Financing of the Post Office could be accomplished in various 
ways. Whatever the method, flexibility of corporate financial management 
will be essential. Although the desire to provide a return on the capi- 
tal employed by the Post Office is quite understandable, it should not 
become so overriding that it results in the establishment of corporate 
goals which are neither attainable nor desirable. The initial aim should 
be to operate the Post Office efficiently, with revenues sufficient to 


meet operating costs, including pension fund contributions and interest 


on borrowings. 


In general, the corporation could be financed by the following 


means: 


i Equity Account. Funds could be obtained as and when 
required by application to the Government of Canada. 
Funds so provided would be credited to an Equity or 
Proprietors' Net Worth Account, 
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Borrowings. Funds could be obtained in the form of 
loans and/or bond issues. Such funds could be in- 
terest bearing, non-interest bearing, or interest 
bearing after a specific period of time from date 
of issue. 


Capital Stock. Shares could be issued to represent 

the investment by Government in the Post Office. 

The stock issue could be either non-dividend bearing 
or dividend bearing in the case of preferred shares. 
To provide flexibility for future repayment of funds 
out of future earnings, consideration could be given 
to the utilization of redeemable preferred shares. 


Capital stock on a subscription or call basis could 
also be used to finance the Post Office during the 
transition period. Stock of a face value equal to 
the budgeted deficit (if any) for the period required 
to reach a position where revenues meet expenditures, 
could be issued and funds called as required. 


Government Grants or Appropriations. Parliament could 


provide funds by grant and/or appropriation. This 
arrangement may inhibit Post Office management from 
achieving self-sufficiency. Such a course of action 
could, however, be of value during the transition 
period. 


The following approach to the corporate financial structure 


would provide the required flexibility: 


ime 


For assets (excluding land and buildings) held by 

the Post Office at the time of incorporation, com- 
mon shares would be issued to the agreed value of 

the assets. 


To provide for the base working capital fund, 
monies would be provided by the Government in the 
form of an issue of common shares. 


To provide for funds to carry out the improvement 
program and to finance any capital purchases of 
equipment related to this program, an agreed fund, 
to be drawn on by the Post Office, would be estab- 
lished and budgeted. 


If land and buildings are taken over by the Post 
Office, interest bearing redeemable bonds or common 
shares would be issued to the agreed value of these 
assets. 
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CURRENT ASSETS 
Cash on hand and in transit 
Cash in bank 
Inventory: 
- materials 
- supplies 
Accounts Receivable 


SECURITY DEPOSITS 

TRUST FUNDS 
Post Office Savings Bank 
Outstanding Money Orders 
Philatelic Accounts 

FIXED ASSETS 

DUE FROM GOVERNMENT IMPROVEMENT FUND 


SUSPENSE ACCOUNTS 


CURRENT LIABILITIES 
Accounts Payable 
Suspense Accounts 
DUE TO RECEIVER GENERAL OF CANADA 
TRUST ACCOUNTS 
Post Office Savings Bank 
Money Orders 
Philatelic Accounts 
CONTRACTS AND POSTAGE GUARANTEES 
BONDS 
IMPROVEMENT FUND 


NET WORTH 
Common Stock N.P.V. 


ESTIMATED BALANCE SHEET 
OF THE POST OFFICE 

AS A CROWN CORPORATION 
as at April 1, 1971 


ASSETS 
Without Land With Land 
and Buildings and Buildings 


(IN THOUSANDS OF DOLLARS) 


28 , 000 28 , 000 
27,020 27,020 


710 710 
2,130 2,130 
100 100 
57,960 57,960 


300 300 


42,165 42,165 
7,255 57,255 
100,000 100, 000 


480 480 


208, 160 258,160 


LIABILITIES 


300 
50,000 
100,000 100, 000 


34,385 34 385 
208,160 258,160 


It is estimated that the liability for past service pension benefits would 


be in the range of $300 million. 
of the Government of Canada. 


It is assumed that this will be a liability 


Fixed Assets have been valued at an estimated depreciated replacement value. The 
value of assets will be affected to the extent that the Post Office takes over 
assets presently controlled by the departments of Government. 

Facility improvement plans have not been fully formulated and therefore funds re- 
required for future capital expenditures cannot be fully evaluated or indicated. 


Kates, Peat, Marwick & Co. 


So To provide for possible budgeted excess of expendi- 
tures over revenues during the transition period, 
financing could be provided by Government appropri- 
ations or the issue of subscription shares to the 
value of financing required. 


Illustrated opposite is the estimated balance sheet as at April 


1, 1971, incorporating the following: 


- capitalization of existing assets (equity) 

- working capital fund 

- improvement fund 

~ with and without allowance for land and 

buildings. 

This estimated balance sheet appeared earlier on Pages 19 and 
72. This estimated balance sheet is provided only for the purpose of 
presenting, in outline form, a proposed financial structure for the Crown 
corporation and is not to be regarded as a forecast of the actual finan- 
cial position at the date specified. It is emphasized that the estimated ed 
balance sheets are based on a series of broad assumptions, which by their 


nature, must be tentative. 


ASSETS 


CURRENT ASSETS 
Cash on hand and in transit 
Cash in bank 
Inventory: 
- materials 
- supplies 
Accounts Receivable 


SECURITY DEPOSITS 


TRUST FUNDS 
Post Office Savings Bank 
Outstanding Money Orders 
Philatelic Accounts 


4,500 

37,500 
165 

FIXED ASSETS 

DUE FROM GOVERNMENT IMPROVEMENT FUND 


SUSPENSE ACCOUNTS 


LIABILITIES 


CURRENT LIABILITIES 
Accounts Payable 
Suspense Accounts 


DUE TO RECEIVER GENERAL OF CANADA 


TRUST ACCOUNTS 


Post Office Savings Bank 4,500 
Money Orders 37,500 
Philatelic Accounts 165 


CONTRACTS AND POSTAGE GUARANTEES 
BONDS 
IMPROVEMENT FUND 


NET WORTH 
Common Stock N.P.V. 


Notes: 


ESTIMATED BALANCE SHEET 
OF THE POST OFFICE 

AS A CROWN CORPORATION 
as-at, April 16.1971 


Without Land With Land 
and Buildings and Buildings 


(IN THOUSANDS OF DOLLARS) 


28 , 000 28,000 
27,020 27,020 
710 710 
Pees iO, 2,130 
100 100 

57, 960 57,960 
300 300 
42,165 42,165 
inieo BW) 57453) 
100,000 100,000 
480 480 
708,160 (758,160 
25200 2,250 
350 350 
2,600 2,600 
28i7 0) 28,710 
42,165 42,165 
300 300 
50,000 

100,000 100,000 
asain 5 weep! PPA 34 388 
208,160 258,160 


1. It is estimated that the liability for past service pension benefits would 


be in the range of $300 million. 
of the Government of Canada. 


value of assets will be affected to the extent 
assets presently controlled by the departments 


Fixed Assets have been valued at an estimated depreciated replacement value. 


It is assumed that this will be a liability 


The 
that the Post Office takes over 
of Government. 


3. Facility improvement plans have not been fully formulated and therefore funds re- 
required for future capital expenditures cannot be fully evaluated or indicated. 


Kates, Peat, Marwick & Co. 


aie To provide for possible budgeted excess of expendi- 
tures over revenues during the transition period, 
financing could be provided by Government appropri- 
ations or the issue of subscription shares to the 
value of financing required. 


Illustrated opposite is the estimated balance sheet as at April 


1, 1971, incorporating the following: 


capitalization of existing assets (equity) 

- working capital fund 

- improvement fund 

- with and without allowance for land and 

buildings. 

This estimated balance sheet appeared earlier on Pages 19 and 
72. This estimated balance sheet is provided only for the purpose of 
presenting, in outline form, a proposed financial structure for the Crown 
corporation and is not to be regarded as a forecast of the actual finan- 
cial position at the date specified. It is emphasized that the estimated 
balance sheets are based on a series of broad assumptions, which by their 


nature, must be tentative. 
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